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CONTRACTING  PROBLEMS  AT  THE  RESOLU- 
TION TRUST  CORPORATION:  HOMEFED 


FRIDAY,  FEBRUARY  19,  1993 

U.S.  Senate, 
Subcommittee  on  Regulation  and  Government 
Information,  Committee  on  Governmental  Affairs, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  notice,  at  9:39  a.m.,  in  room 
SD-342,     Dirksen     Senate     Office     Building,     Hon.     Joseph     I. 
Lieberman,  Chairman  of  the  Subcommittee,  presiding. 
Present:  Senators  Lieberman,  Dorgan,  and  Cochran. 

OPENING  STATEMENT  OF  SENATOR  LIEBERMAN 

Senator  Lieberman.  Good  morning,  and  welcome  to  this  first 
hearing  of  this  Congress  of  the  Subcommittee  on  Regulation  and 
Government  Information.  It  is  my  honor  to  become  Chairman  of 
this  Subcommittee  in  this  session  of  Congress,  and  may  I  express 
at  the  outset  my  pleasure  at  the  prospect  of  working  with  the  rank- 
ing Republican  member  of  this  Subcommittee,  my  colleague  and 
friend.  Senator  Thad  Cochran  of  Mississippi. 

As  Chairman  of  the  Subcommittee,  I  intend  to  examine  the  ex- 
tent to  which  Government  adequately  uses  its  regulatory  powers  to 
protect  the  people  of  this  country  from  threats  to  their  health  and 
safety,  as  well  as  protect  them  fi-om  fraud  and  waste  in  the  spend- 
ing of  their  tax  dollars. 

This  morning — let  me  say  before  I  get  to  this  morning  that  Sen- 
ator Glenn,  who  is  the  Chair  of  the  full  Committee,  asked  that  I 
indicate  for  the  record  that  he  wanted  to  be  here,  but  that  he  is 
in  Ohio  at  a  town  meeting  in  Chillicothe  this  morning  with  Presi- 
dent Clinton. 

Here  today,  the  Subcommittee  returns  to  a  topic  that  the  full 
Committee  has  addressed  twice  before,  and  that  is  the  waste  of 
taxpayer  money  by  the  RTC  through  inadequate  and  sloppy  con- 
tracting procedures.  Unfortunately,  these  hearings  seem  to  have 
become  an  annual  event,  and  to  quote  the  much  quoted  Yogi  Berra 
once  more  this  morning,  "it  is  deja  vu  all  over  again." 

I  begin  this  morning  with  the  same  observation  I  made  a  year 
ago  at  the  full  Committee's  hearing  examining  the  RTC's  contract- 
ing debacle  called  Operation  Western  Storm.  At  that  time  I  said, 
"I  am  sorry  that  we  must  hold  this  hearing  this  morning  because 
it  says  that  no  matter  how  much  Congress  pushes  an  agency  to  get 
its  fiscal  house  in  order,  an  agency  can  simply  ignore  that  advice 
and  go  on  its  merry  way."  This  morning's  hearing  underscores  the 

(1) 


point  because  the  events  in  question  occurred  just  2  months  after 
our  hearing  on  Operation  Western  Storm  last  year. 

In  my  opinion,  the  story  that  we  are  going  to  hear  this  year  is 
an  outrage.  By  the  Inspector  Greneral's  estimates,  RTC  has  wasted 
more  than  $6  miUion  of  taxpayer  money.  It  did  so  by  contracting 
to  pay  Price  Waterhouse  for  photocopying  files  from  HomeFed  Fed- 
eral Savings  Bank  at  hourly  rates  amounting  to  67  cents  per  page 
just  for  labor,  and  this  only  includes  the  bills  up  to  the  end  of  Sep- 
tember. 

Now,  RTC's  claims  that  these  exorbitant  costs  were  due  to  a  De- 
partment of  Justice  subpoena  really  don't  wash  with  me,  from  what 
I  have  heard.  In  judging  these  costs,  we  have  an  apples-to-apples 
comparison.  When  RTC  separately  contracted  for  copying  of  a  sub- 
set of  the  HomeFed  documents  under  the  same  control  procedures 
Price  Waterhouse  used,  it  paid  the  successful  bidder,  Xerox,  11.5 
cents  a  copy,  and  Xerox's  bid  included  not  just  labor,  but  equip- 
ment and  paper  as  well. 

Now,  adding  insult  to  injury  here,  the  Inspector  General  also 
points  out  that  Price  Waterhouse  charged  the  RTC  twice,  and 
sometimes  triple,  what  Price  Waterhouse  paid  to  a  temporary  agen- 
cy for  temporary  employees  to  do  work  under  this  contract.  For  ex- 
ample, from  June  1,  1992  to  July  31,  1992,  Price  Waterhouse  paid 
a  temporary  agency  nearly  $1.8  million  for  clerical  employees  and 
clerical  supervisors.  Price  Waterhouse  billed  the  RTC  nearly  $4.3 
million  for  those  same  employees.  That  is  a  $2.5  million  mark-up 
for  just  those  two  months.  In  a  lot  of  ways,  that  is  about  like  back- 
ing up  an  empty  armored  truck  to  the  Federal  Treasury  and  saying 
"fill  'er  up." 

These  facts,  however,  as  jarring  as  they  are,  trouble  us  because 
we  worry  that  they  are  manifestations  of  a  larger  underlying  prob- 
lem here,  which  is  RTC's  ignoring  of  its  own  contracting  proce- 
dures, and  in  that  this  is  much  like  what  we  saw  in  Western 
Storm. 

This  is  the  contract  here.  It  is  two  pages,  two  small  pages,  to 
cover  a  very  big,  multi-million-dollar  job.  I  think  most  of  us  would 
probably  write  a  tougher  contract  to  hire  a  painter  to  paint  our 
house.  It  is  hard  to  see  how  the  Price  Waterhouse  contract  was  the 
result  of  anything  less  than  mismanagement  and  negligence  on  the 
part  of  the  RTC. 

In  part,  because  of  Congressiongd  pressure  and  the  debacle  of 
Western  Storm,  throughout  the  spring  of  last  year  the  RTC  spent 
a  lot  of  time  updating  its  Contract  Policies  and  Procedures  Manual, 
known  as  CPPM.  That  project  was  led  by  the  RTC  Director  of  Con- 
tracting, John  Tiemey.  RTC's  senior  management  was  briefed  on 
the  contents  of  the  new  manual  and  the  updated  manual  was,  in 
fact,  issued  on  May  6  during  the  solicitation  process  for  these 
HomeFed  contracts.  It  was  supposed  to  be  effective  in  mid- June  of 
last  year. 

Notwithstanding  the  fact  that  this  manual  was  not  effective  until 
mid-June,  some  sections  of  RTC  had  earlier  begun  to  conform  their 
practices  to  its  provisions.  One  of  the  new  parts  of  the  manual  was 
a  chapter  on  task  orders  which  laid  out  in  clear  terms  the  process 
for  soliciting,  evaluating  and  awarding  both  task  order  agreements, 
or  TOAs,  and  individual  task  orders  placed  under  such  agreements. 


In  his  testimony  for  this  hearing,  Mr.  Casey  points  out  that  in 
mid-March  when  RTC  awarded  Price  Waterhouse  the  task  order 
agreement  under  which  the  HomeFed  task  order  later  would  be 
placed,  the  contract  was  awarded  "strictly  in  accordance  with  the 
CPPM" — and  that  last  clause  is  a  quote — but  that,  I  presume,  re- 
fers to  the  draft  CPPM  chapter  on  task  orders.  On  the  other  hand, 
the  RTC  program  personnel  who  solicited,  drafted,  approved  and 
signed  the  Price  Waterhouse-HomeFed  task  order  managed  to  vio- 
late a  number  of  the  new  manual's  provisions. 

For  instance,  the  manual  states  that  task  orders  shall  not  exceed 
the  overall  expenditure  authority  obtained  for  the  task  order  agree- 
ment. Rough  RTC  cost  projections  for  the  Price  Waterhouse  task 
order  clearly  exceeded  the  overall  expenditure  authority  of  $4  mil- 
lion for  the  overall  task  agreement  order  agreement,  and  there  are 
other  variances. 

These  provisions  of  the  contract  manual  were  not  rocket  science. 
They  are  common-sense  provisions  that  come  straight  out  of  the 
GAO  and  IG  reports,  and  Congressional  investigations  on  Western 
Storm.  I  think  the  question  has  to  be  asked  of  Mr.  Roelle  today, 
who  was  in  charge  of  investigating  Western  Storm  and  reporting 
on  it  to  Mr.  Casey,  why  such  simple  common-sense  measures  were 
not  implemented  in  offices  working  under  his  supervision. 

We  have  now  held  literally  hearing  after  hearing  after  hearing 
on  these  matters.  If  you  compare  with  Mr.  Roelle's  testimony  last 
year  with  Mr.  Casey's  testimony  this  year,  they  are  remarkably 
similar.  Both  talk  of  the  changes  that  have  taken  place  at  the  RTC 
to  prevent  these  problems  from  recurring,  but  nonetheless  the 
problems  have  recurred. 

I  am  forced  to  conclude  from  this  HomeFed  case  that,  with  all 
due  respect,  the  RTC  senior  management  has  not  gotten  the  mes- 
sage that  Congress  sent  last  year.  The  RTC  is  a  custodian  of  public 
money,  an  enormous  amount  of  public  money  very  reluctantly  and 
painfully  raised  to  protect  depositors  in  failed  thrift  institutions.  It 
has  an  obligation  to  the  people  of  the  United  States  to  spend  that 
money  wisely.  It  has  an  obligation  to  use  all  methods  available  to 
protect  itself  and  to  buy  services  at  the  best  possible  prices.  In  my 
opinion,  it  did  not  fulfill  that  obligation  in  this  case. 

Prepared  Statement  of  Senator  Lieberman 

Good  morning.  I  welcome  everyone  to  the  first  hearing  in  this  Congress  of  the 
Subcommittee  on  Regulation  and  Government  Information.  I  also  want  to  welcome 
to  the  Subcommittee  our  ranking  minority  member,  Senator  Thad  Cochran,  and  our 
colleagues  Senators  Byron  Dorgan  and  John  McCain. 

As  chairman  of  this  subcommittee,  I  intend  this  year  to  examine  the  extent  to 
which  government  adequately  uses  its  regulatory  powers  to  protect  the  people  of 
this  country  from  threats  to  their  health  and  safety,  as  well  as  against  fraud  and 
waste  in  the  spending  of  their  tax  dollars.  Much  of  this  will  continue  the  work  we 
began  last  year  in  the  Ad  Hoc  Subcommittee  on  Consumer  and  Environmental  Af- 
fairs. I  also  intend  to  examine  government's  collection,  management  and  use  of  in- 
formation in  a  variety  of  settings,  to  ensure  that  we  do  not  impose  needless  burdens 
on  the  public  and  that  we  use  the  information  we  do  collect  to  maximum  effect. 

This  morning,  however,  the  Subcommittee  returns  to  a  topic  that  the  Committee 
has  addressed  twice  before,  the  waste  of  taxpayer  money  by  the  RTC  through  inad- 
equate and  sloppy  contracting  practices.  Unfortunately,  these  hearings  are  becoming 
an  annual  event,  and — to  quote  Yogi  Berra — it's  deja  vu  all  over  again. 

I  begin  with  exactly  the  same  oDservation  I  made  almost  a  year  ago  at  the  full 
Committee's  hearing  examining  the  RTC's  contracting  debacle  called  "Operation 
Western  Storm."  At  that  time  I  said,  "I  am  sorry  that  we  must  hold  this  hearing 


this  morning,  because  it  says  that  no  matter  how  much  Congress  pushes  an  agency 
to  get  its  fiscal  house  in  order,  an  agency  can  simply  ignore  that  advice  and  go  on 
its  merry  way."  This  morning's  hearing  underscores  that  point  because  the  events 
in  question  occurred  just  2  months  after  our  hearing  on  Operation  Western  Storm 
last  year. 

The  story  we  will  hear  this  morning  is  an  absolute  outrage.  By  the  Inspector  Gen- 
eral's estimates,  the  RTC  has  wasted  more  than  $6  million  of  taxpayer  dollars.  It 
did  so  by  contracting  to  pay  Price  Waterhouse  for  photocopying  files  from  HomeFed 
Federal  Savings  Bank  at  hourly  rates  amounting  to  67  cents  per  page  just  for  labor. 
And  this  only  includes  the  bills  up  to  the  end  of  September.  RTC's  claims  that  these 
exorbitant  costs  were  due  to  a  Department  of  Justice  subpoena  just  don't  wash  with 
me.  There  is  an  apples-to-apples  comparison.  When  RTC  separately  contracted  for 
copying  a  subset  of  these  HomeFed  documents  under  the  same  control  procedures 
Price  Waterhouse  used,  it  paid  the  successful  bidder,  Xerox,  11.5  cents  per  copy. 
And  Xerox's  bid  included  not  just  labor,  but  equipment  and  paper,  as  well. 

Adding  insult  to  injury,  the  Inspector  General  also  points  out  that  Price 
Waterhouse  charged  the  RTC  twice  and  sometimes  triple  what  Price  Waterhouse 
paid  to  a  temporary  agency  for  temporary  employees  to  do  work  under  this  contract 
For  example,  from  June  1  to  July  31,  1992,  Price  Waterhouse  paid  a  temporary 
agency  nearly  $1.8  million  for  clerical  employees  and  clerical  supervisors.  Price 
Waterhouse  billed  the  RTC  nearly  $4.3  million  for  these  same  employees.  The  profit 
to  Price  Waterhouse  for  those  two  months  was  just  under  $2.5  million.  It  was  like 
backing  up  an  empty  armored  truck  to  the  Federal  treasury  and  saying  'Till  'er  up." 

These,  however,  were  only  manifestations  of  the  larger  outrage  here — RTC's  sub- 
version of  its  own  contracting  processes.  It  is  just  like  what  we  saw  in  Western 
Storm.  Here  again,  RTC  procured  services  of  a  unique  type  and  magnitude  under 
a  Task  Order  Agreement  that  was  neither  suited  nor  intended  as  a  vehicle  for  con- 
ducting this  type  of  procurement.  As  in  Western  Storm,  the  RTC  failed  adequately 
to  plan  and  delineate  the  services  it  sought  to  procure  prior  to  soliciting  the  con- 
tract. As  with  Western  Storm,  RTC  issued  a  task  order  that  was  a  contract  without 
limit.  There  was  neither  a  fixed  price  nor  a  cap  on  expenditures  in  this  contract. 
As  in  Western  Storm,  the  individuals  who  approved  the  contract  lacked  the  written 
authority  to  approve  contracts  of  this  amount.  As  in  Western  Storm,  the  individuals 
who  signed  the  contract  lacked  the  written  authority  to  sign  contracts  of  this  size. 
Indeed,  Mr.  Ramey  and  Mr.  Roelle  had  no  written  authority  to  sign  contracts  of  any 
kind,  in  any  amount,  because  of  reforms  instituted  in  Ught  of  Western  Storm.  In 
this  case,  they  went  ahead  and  did  so  anywav.  Like  Western  Storm,  the  contracts 
here  were  executed  by  RTC  program  personnel,  apparently  acting  without  the  bene- 
fit of  either  RTC's  contracting  or  legal  departments. 

Take  a  look  at  this  contract — two  flimsy  pages  to  cover  a  major  $27  million  job. 
You'd  write  a  tougher  contract  if  you  hired  a  painter  to  paint  your  house. 

It  is  hard  to  see  how  the  Price  Waterhouse  contract  was  the  result  of  anything 
less  than  gross  negligence  and  mismanagement  on  the  part  of  RTC  senior  manage- 
ment. In  part  because  of  congressional  pressure  and  the  debacle  of  Western  Storm, 
throughout  the  spring  of  1992  the  RTC  engaged  in  a  project  of  updating  its  Contract 
Policies  and  Procedures  Manual,  or  CPPM.  This  project  was  lead  by  RTC  Director 
of  Contracting,  John  Tiemey.  RTC  senior  management  was  briefed  on  the  contents 
of  the  new  manual.  The  updated  manual  was  issued  May  6 — during  the  solicitation 
process  for  these  HomeFed  contracts — to  be  effective  in  mid-June. 

It  is  clear,  however,  that  notwithstanding  the  fact  that  this  manual  was  not  effec- 
tive until  mid-June,  some  parts  of  RTC  had  begun  to  conform  practices  to  its  provi- 
sions earlier.  One  of  the  new  sections  of  the  manual  was  a  chapter  on  task  orders. 
TTiis  chapter  laid  out  in  clear  terms  the  process  for  soliciting,  evaluating  and  award- 
ing both  task  order  agreements,  or  "TOAs",  and  individual  task  orders  placed  under 
such  agreements.  Mr.  Casey  points  out  that,  in  mid-March,  when  RTC  awarded 
Price  Waterhouse  the  Task  Order  Agreement  under  which  the  HomeFed  Task  Order 
later  would  be  placed,  the  contract  was  awarded  "strictly  in  accordance  with  the 
CPPM."  This  can  only  refer  to  the  draft  CPPM  chapter  on  task  orders. 

On  the  other  hand,  the  RTC  program  personnel  who  solicited,  drafted,  approved, 
and  signed  the  Price  Waterhouse/HomeFed  task  order  managed  to  violate  a  number 
of  the  new  manual's  provisions.  For  example: 

•  The  manual  states  "Task  orders  shall  not  .  .  .  require  services  that  are  be- 
yond the  scope  of  the  statement  of  work  in  the  task  order  agreement." — Price 
Waterhouse's  task  order  clearly  went  beyond  the  scope  of  the  statement  of  work 
in  the  overall  task  order  agreement. 

•  The  manual  states  "Task  orders  shall  not  .  .  .  exceed  the  overall  expenditure 
authority  obtained  for  the  task  order  agreement." — Rough  RTC  cost  projections 


for  Price  Waterhouse  task  order  clearly  exceeded  the  overall  expenditure  au- 
thority of  $4  million  for  the  overall  Task  Order  Agreement. 

•  The  manual  states  "Elements  of  a  task  order  proposal  will  normally  include 
...  [a]  cost  proposal  which  will  either  be  a  fixed-price  offer  or  a  time-and- 
materials  offer  with  a  ceiling  amount." — Price  Waterhouse's  task  order  had  no 
ceiling  amount. 

•  The  manual  states,  "A  cost  reasonableness  check  is  made  by  the  contracting  of- 
ficer."—Since  the  contracting  department  was  never  consulted,  this  was  never 
done  for  Price  Waterhouse's  task  order. 

These  provisions  of  the  Contract  Manual  were  not  rocket  science.  They  are  com- 
mon sense  provisions  that  come  straight  out  of  the  GAO  and  IG  reports  and  con- 
gressional investigations  on  Western  Storm.  The  question  must  be  asked  of  Mr. 
Roelle,  who  was  in  charge  of  investigating  Western  Storm  and  reporting  on  it  to  Mr. 
Casey,  why  such  simple  common  sense  measures  were  not  implemented  in  offices 
working  under  his  supervision. 

We  have  now  held  hearing,  after  hearing,  after  hearing  on  these  matters.  If  you 
compare  Mr.  Roelle's  testimony  last  year  with  Mr.  Casey's  testimony  this  year,  they 
are  remarkably  similar.  Both  tout  the  wonderful  changes  that  have  taken  place  at 
the  RTC  to  prevent  these  problems  from  recurring,  but  these  problems  keep  coming 
back. 

And  these  changes  now  appear  to  have  come  with  their  own  loopholes.  Last  year, 
for  example,  Mr.  Roelle  told  us  all  about  the  warranted  contracting  system  RTC  was 
instituting  and  how  every  contract  would  have  to  be  executed  by  a  warranted  con- 
tracting officer.  What  he  failed  to  tell  us  then — and  failed  to  document  anywhere 
until  just  last  month — was  that  his  own  Department  of  Resolutions  had  an  oral 
waiver  of  the  delegations  of  authority  that  in  fact  permitted  his  staff,  who  were  not 
warranted  contracting  officers,  to  sign  contracts.  It  was  this  unwritten  exception 
that  led  to  the  Price  Waterhouse  contract. 

I  am  forced  to  conclude  from  this  HomeFed  case  that,  with  all  due  respect  the 
RTC  senior  management  has  not  gotten  the  message  Congress  has  sent.  The  RTC 
is  a  custodian  of  public  money.  It  has  an  obligation  to  the  people  of  the  United 
States  to  spend  that  money  wisely.  It  has  an  obligation  to  use  all  methods  available 
to  protect  itself  and  to  buy  services  at  the  best  possible  prices. 

RTC's  managers  have  again  broken  faith  with  the  American  taxpayer.  It  is  time 
for  accountability  and  personal  responsibility  to  come  to  all  levels  of  the  RTC.  It  is 
truly  time  for  a  day  of  reckoning  and  resolution  at  the  RTC. 

Senator  Lieberman.  Senator  Cochran? 

OPENING  STATEMENT  OF  SENATOR  COCHRAN 

Senator  CoCHRAN.  Thank  you  very  much,  Mr.  Chairman.  Let  me 
commend  you  for  convening  the  hearings  and  for  doing  the  work 
that  has  been  done  up  to  now  to  try  to  look  into  this  situation. 

It  seems  very  clear  from  the  information  that  has  come  to  the  at- 
tention of  the  Subcommittee  that  there  were  some  very  careless  in- 
stances of  monitoring  of  contract  language  and  billings  that  are 
submitted  to  the  Resolution  Trust  Corporation  by  contractors.  It 
seems  to  me  just  from  my  review  of  the  file  that  we  have  to  insist 
on  a  higher  degree  of  attention  to  detail  by  RTC  management  than 
has  been  the  case  in  the  past. 

I  am  anxious  to  hear  the  testimony,  though,  and  find  out  what 
the  facts  are  from  the  point  of  view  of  those  who  are  here  to  testify 
today.  It  is  important  for  us  to  get  to  the  facts.  We  have  an  obliga- 
tion to  reassure  the  American  people  that  the  money  they  send  in 
in  taxes  is  wisely  used  and  isn't  carelessly  wasted,  and  there  are 
some  serious  suspicions  that  RTC  has  not  done  a  good  enough  job 
in  managing  the  resources  that  have  been  made  available  to  it  for 
the  important  work  that  is  being  done. 

So,  Mr.  Chairman,  I  thank  you  for  your  kind  remarks  in  your 
statement.  I  am  looking  forward  to  working  with  you  as  Chairman 


of  this  Subcommittee  in  this  review  and  in  others  that  will  be  the 
responsibility  of  this  Subcommittee  this  year. 

Thank  you  very  much. 

Senator  Lieberman.  Thank  you,  Senator  Cochran,  and  now  Sen- 
ator Byron  Dorgan  of  North  Dakota,  whom  we  welcome  as  a  mem- 
ber of  the  Subcommittee  and  look  forward  to  working  with. 

OPENING  STATEMENT  OF  SENATOR  DORGAN 

Senator  DORGAN.  Thank  you  very  much.  Well,  let  me  just  say 
how  much  I  appreciate  your  holding  the  hearing. 

I,  too,  am  concerned  about  what  I  read  and  what  I  hear.  I  have 
been  concerned  with  respect  to  the  Resolution  Trust  Corporation  on 
some  junk  bond  issues,  the  use  of  the  junk  bond  portfolio,  the  mar- 
keting of  junk  bonds,  trying  to  get  some  information  from  them  on 
those  issues. 

But  I  am  especially  interested  in  the  issue  today.  It  just  defies 
common  sense  to  read  what  we  have  read  about  the  way  taxpayers' 
money  is  used,  and  I  guess  I  would  like  to  understand  how  that 
happens  and  how  we  prevent  it  from  happening  in  the  future. 
Someone  told  me  a  couple  of  years  ago  that  the  RTC  was  buying 
furniture  from  a  firm  they  were  affiOiated  with  and  they  gave  them 
a  catalog  and  the  RTC  said,  we  don't  want  that,  we  want  to  buy 
the  top-of-the-line  stuff.  His  point  was  that  he  wasn't  sure  the  RTC 
was  spending  the  taxpayers'  money  very  wisely.  I  guess  maybe  at 
this  hearing  we  can  chip  away  at  that  and  determine  whether  the 
Resolution  Trust  Corporation  is  a  good  steward  of  the  taxpayers' 
money. 

So  I  appreciate  your  holding  the  hearing  and  I  am  anxious  to  lis- 
ten to  the  testimony. 

Senator  Lieberman.  Thank  you,  Senator  Dorgan. 

I  would  ask  Mr.  Adair  and  the  others  at  the  table  if  you  would 
please  stand  to  take  the  oath,  which  we  are  going  to  do  in  this 
case.  If  you  would  please  raise  your  right  hand,  do  you  swear  that 
the  testimony  that  you  are  about  to  give  is  the  truth,  the  whole 
truth  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Adair.  I  do. 

Mr.  Switzer.  I  do. 

Ms.  Vander  Vennet.  I  do. 

Senator  Lieberman.  Thank  you.  We  welcome  John  Adair,  Inspec- 
tor General  of  the  RTC,  assisted  by  Steven  Switzer  and  Sharon 
Vander  Vennet,  and  we  themk  them  for  their  extraordinary  work 
here  which  is  really — together  with  the  original  anonymous  call 
£ind  tip,  if  I  can  use  that  phrase — ^is  how  we  found  out  about  all 
this. 

Mr.  Adair,  it  is  all  yours.  We  indicated  in  the  letter  of  invitation 
that  we  wanted  you  to  try  to  keep  your  remarks  to  10  minutes.  I 
would  say  that  if  you  get  to  10  minutes  and  you  have  got  more  that 
you  think  is  important  to  say,  keep  talking. 


TESTIMONY  OF  JOHN  J.  ADAIR.i  INSPECTOR  GENERAL,  RESO- 
LUTION TRUST  CORPORATION;  ACCOMPANIED  BY  STEVEN 
SWITZER,  DEPUTY  INSPECTOR  GENERAL,  AND  SHARON 
VANDER  VENNET,  ASSISTANT  INSPECTOR  GEIVERAL,  OFFICE 
OF  AUDITS 

Mr.  Adair.  Thank  you  very  much,  Mr.  Chairman,  and  I  will  try 
to  summarize. 

I  will  recap  some  of  the  information  briefly,  but  I  think  it  is  im- 
portant that  even  though  this  story  has  been  in  the  Washington 
Post  and  reported  on  television,  I  think  it  is  important  that  you  are 
holding  this  hearing  this  morning  because  there  have  been  some 
conflicting  statements  made  in  the  newspapers  and  elsewhere 
about  what  are  the  costs  of  this  copying  situation.  I  noticed  that 
in  the  Wall  Street  Journal  yesterday  Price  Waterhouse  was  claim- 
ing it  was  only  5  to  8  cents,  and  we  are  going  to  address  that  this 
morning. 

If  I  may  begin,  I  would  like  to  say  that,  in  summary  of  what  has 
happened  here,  the  RTC  has  paid  about  $7  million,  or  67  cents  a 
page,  for  labor  only  for  an  accounting  firm  to  perform  what  are  es- 
sentially photocopying  services,  and  as  of  September  30,  1992, 
Price  Waterhouse  had  copied  over  10  million  documents.  And  as 
you  mentioned,  RTC  has  obtained  similar  services  at  a  cost  of 
about  11.5  cents  a  page,  including  the  labor,  the  copiers  and  the 
supplies,  and  therefore  we  estimate  that  RTC  probably  has  in- 
curred excessive  costs  of  more  than  $6  million  through  September 
1992  and  an  undetermined  amount  from  October  1992  to  date. 

Now,  a  portion  of  that  $7  million  paid  to  Price  Waterhouse  is  for 
subcontracted  services  that  are  marked  up  by  the  contractor  and 
billed  to  RTC  at  an  amount  in  excess  of  what  Price  Waterhouse  ac- 
tually paid  for  the  services.  Some  of  these  mark-ups  exceeded  340 
percent,  but  were  allowable  under  the  contract  that  RTC  entered 
into  with  Price  Waterhouse. 

I  want  to  address  this  issue  of  67  cents  a  page  because  some  peo- 
ple are  astounded  at  it,  some  people  don't  believe  it,  and  so  I  want 
to  introduce  today  for  the  record  a  document  that  we  have  put  to- 
gether using  the  figures  that  Price  Waterhouse  submitted  in  its 
bills,  and  we  have  prepared  a  chart  showing  exactly  the  billing 
dates,  the  total  costs  involved  for  copying,  facilitation,  training, 
shipping,  and  so  forth.  We  are  only  talking  about  the  copying,  the 
labor  figures,  and  it  is,  in  fact,  67  cents,  and  there  are  copies  of 
this  available  at  the  table. 

If  you  were  to  choose  to  include  some  of  these  other  costs  on  this 
chart,  including  shipping  or  moving  the  documents  back  and  forth 
and  training  procedures,  and  so  forth,  you  could  conceivably  argue 
that  the  cost  is  really  more  like  87  cents.  It  is  another  20  cents  to 
do  that,  and  if  you  were  to  include  travel  costs  which  are  not  in- 
cluded here,  you  could  get  somewhere  around  the  neighborhood  of 
$1  per  copy,  I  mean,  easily.  This  does  not  include  Grant  Thornton's 
provision  of  the  photocopying  machines.  Grant  Thornton  provided 
the  drivers  for  the  vans  to  move  the  copies,  and  so  forth.  So  the 
67  cents,  if  anything,  is  a  conservative  number. 


1  The  prepared  statement  of  Mr.  Adair  appears  on  page  58. 
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The  Price  Waterhouse  Document  Management  function  is  subdivided  into  seven 
operating  areas;  Copy,  Libraries,  Compliance,  Facilitation,  Procedures  Training, 
Shipping,  and  Microfilm.    Five  of  these  categories,  which  are  summarized  below, 
are  directly  related  to  the  actual  copying  of  the  loan  documents. 

Copy  -  the  two  Major  copy  centers  were  broken  in  five  distinct  functions:  (1) 
preparation,  (2)  copy,  (3)  reassembly,  (4)  quality  control,  and  (5)  quality  assurance. 
Price  Waterhouse  also  operated  Express  and  Update  copy  centers  which  used  the 
five  step  copy  process. 


Facilitation  -  monitored  the  logging  system  in  order  to  maintain  control  over  all 
original  loan  files,  scheduled  the  movement  of  files  into  the  copy  process  to 
maintain  efficient  production,  resolved  any  problems  concerning  file  location  or  the 
logging  process  and  collected  and  provided  copies  of  all  logs  to  the  Bank  on  a 
weekly  basis. 


Procedures  Training  -  developed  and  updated  procedures  and  job  description 
material  for  each  area  of  the  document  management  function.   This  area  was  also 
responsible  for  overseeing  the  training  of  staff. 


Shipping  -  coordinated  all  document  shipping  requests  and  documented  transfer 
logs. 


Compliance  -  monitored  procedural  or  security  exceptions  to  the  document  control 
procedures,  security  operations,  and  quality  assurance  operations. 
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Mr.  Adair.  Talking  about  the  travel  costs,  which  total  about  $2.3 
million  at  September  1992,  we  noted  that  to  perform  photocopying 
services  and  document  management  functions  that  Price 
Waterhouse  had  brought  in  approximately  700  staff  from  over  60 
of  its  offices  in  the  United  States,  not  700  at  any  given  time;  prob- 
ably no  more  than  350  at  any  given  time,  but  700  different  people 
had  worked  on  this  project  from  the  Price  Waterhouse  firm.  They 
came  from  over  60  offices,  including  Hawaii,  Alaska,  Canada,  Mex- 
ico, and  at  one  point,  including  the  subcontract  employees,  the  tem- 
porary people,  there  were  as  many  as  1,300  people  at  the  site  in- 
volved in  copying. 

Essentially,  Price  Waterhouse  is  being  paid  an  average  of  $35  an 
hour  for  its  photocopying  services  and  has  produced  an  average  of 
about  51  copies  per  hour.  As  I  noted,  RTC  is  also  paying  for  related 
travel  costs,  which  were  $2.3  miUion  at  September  of  1992. 

We  really  do  not  know  how  much  the  copying  and  document 
management  has  cost  to  the  present  time,  and  the  reason  for  that 
is  that  while  Price  Waterhouse  was  supposed  to  submit  bills  every 
two  weeks,  the  bills  it  has  submitted  that  my  office  has  seen  are 
only  for  the  work  performed  through  September.  The  cost  for  Price 
Waterhouse's  work  could  exceed  $25  million,  with  a  significant  por- 
tion of  that  being  for  the  photocopying  services. 

The  question  gets  to  be  what  recourse  does  RTC  have  with  these 
excessive  charges.  From  a  legal  standpoint,  they  have  very  little 
contractual  recourse.  You  have  pointed  out  that  the  contract  itself 
was  really  about  a  page-and-a-half,  with  very  general  terms  that 
provided  no  protection  to  the  Corporation  and  gave  the  contractor 
carte  blanche.  In  fairness  to  Price  Waterhouse,  RTC  allowed  Price 
Waterhouse  to,  in  effect,  charge  these  amounts  and  perform  these 
services  and,  in  effect,  come  up  with  these  excessive  charges.  This 
week,  based  on  our  recommendations,  the  RTC  Office  of  Contracts 
has  renegotiated  the  rates  charged  by  Price  Waterhouse  and,  as  we 
understand  it,  there  will  be  a  $4  million  adjustment  made  to  the 
bills. 

Before  I  get  into  how  this  series  of  events  happened,  I  would  like 
to  tell  you  how  my  office  became  involved  in  the  audit  of  this  con- 
tract. You  alluded  to  the  anonymous  letter  that  we  received  on  July 
31st.  A  letter  did  come  in  alleging  mismanagement,  waste  and 
abuse  by  Price  Waterhouse  in  carrying  out  its  contract  at 
HomeFed.  The  letter  alleged  that  an  excessive  number  of  Price 
Waterhouse  professionals  were  assigned  to  the  contract,  and  that 
95  percent  of  the  work  was  being  performed  by  temporaries.  It  said 
that  unnecessary  and  excessive  charges  were  incurred  for  lodging, 
car  rental  and  airline  travel;  that  Price  Waterhouse  was  over-hir- 
ing temporaries  and  that  Price  Waterhouse  was  not  adequately 
tracking  its  billable  hours. 

We  performed  a  preliminary  review  to  determine  the  merits  of 
the  allegation  and,  based  on  the  results  of  that  and  because  of  the 
similarity  to  the  issues  that  had  been  raised  in  Western  Storm,  we 
began  a  full  audit  in  September  and  shortly  thereafter  we  notified 
RTC  management  of  our  audit. 

In  October,  we  elevated  our  concerns  to  RTC's  President  and 
Chief  Executive  Officer,  Al  Casey.  On  October  19,  in  one  of  my 
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weekly  meetings  with  Mr.  Casey,  I  provided  him  with  a  copy  of  an 
internal  memorandum  issued  to  me  by  my  Assistant  Inspector 
General  for  Audits,  Sharon  Vander  Vennet.  This  memorandum  laid 
out  in  detail  our  preliminary  findings  on  the  allegations  and  high- 
lighted the  weaknesses  in  the  contract. 

In  total,  on  at  least  ten  occasions  between  October  and  February, 
I  provided  written  updates  on  the  HomeFed  audit  to  senior  man- 
agement. I  provided  Mr.  Casey  with  information  on  our  updated 
findings  through  detailed  agendas  that  I  prepared  for  our  weekly 
meetings,  as  well  as  through  copies  of  our  correspondence  with 
RTC's  oversight  board,  which  consists  of  monthly  briefing  docu- 
ments that  are  distributed  to  the  board  chairman  and  all  board 
members,  including  Mr.  Casey,  who  is  a  member  of  the  board. 

Senator  Lieberman.  Mr.  Adair,  I  take  it  that  from  the  beginning 
you  were  making  it  clear  to  Mr.  Casey  and  the  Oversight  Board 
that  there  was  a  serious  problem  with  this  contract. 

Mr.  Adair.  Yes,  sir. 

Senator  LlEBERMAN.  And  it  started  in  October;  those  warnings 
started  in  October? 

Mr.  Adair.  Yes.  Now,  when  it  appeared  that  senior  management 
was  not  taking  action  in  response  to  our  warnings,  and  realizing 
that  the  contract  was  due  to  expire  but  that  the  work  was  continu- 
ing, we  wrote  to  the  RTC  Director  of  the  Office  of  Contracts,  John 
Tiemey,  on  December  21,  1992,  urging  him  to  immediately  renego- 
tiate the  contract  because  by  this  time  we  had  uncovered  another 
disturbing  element,  the  excessive  mark-ups  that  Price  Waterhouse 
was  charging  RTC  for  its  subcontracted  work. 

Copies  of  our  memo  to  Mr.  Tierney  were  given  to  the  Senior  Vice 
President  and  Chief  Financial  Officer,  Mr.  Roelle,  who  was  pri- 
marily responsible  for  resolving  HomeFed,  and  to  Mr.  Casey.  But 
it  was  not  until  February  5  that  RTC  began  renegotiating  with 
Price  Waterhouse. 

There  was  a  Washington  Post  article  on  February  13,  1993,  and 
in  that  article  an  RTC  official  claimed  that  RTC  was  not  aware  of 
our  findings  until  quite  recently,  which  I  found  to  be  astounding. 
You  subsequently  wrote  to  me  asking  me  to  submit  copies  of  relat- 
ed correspondence  and  meeting  notes  that  documented  the  various 
notifications  that  were  made  to  RTC  management  from  October 
through  February,  and  I  have  done  that  and  provided  that  to  you. 

Senator  Lieberman.  They  are  a  part  of  the  record. 

Mr.  Adair.  The  question  gets  to  how  did  this  happen.  How  could 
RTC  award  such  a  large  contract  with  virtually  no  controls  or  pro- 
tection? Essentially,  RTC's  senior  management,  in  conjunction  with 
the  Office  of  Thrift  Supervision,  set  a  deadline  to  resolve  HomeFed 
without  properly  planning  for  what  lay  ahead.  The  senior  manage- 
ment sales-driven  focus  dictated  the  pace  and  the  actions  that  fol- 
lowed. The  deadline  became  RTC's  goal  and,  as  a  result,  RTC  ig- 
nored contracting  policies  and  procedures  and  internal  controls  and 
overall  costs. 

First  of  all,  they  neglected  to  involve  the  Office  of  Contracts  and 
the  Legal  Division,  two  key  components  of  any  contracting  effort. 
Program  people  were  allowed  to  write  and  execute  the  contract 
and,  as  a  result,  key  elements  were  missing. 
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Second,  they  used  an  inappropriate  contracting  vehicle  very  simi- 
lar to  the  Western  Storm  situation.  The  program  office  issued  the 
contract  using  a  task  order  agreement  that  was  designed  for  com- 
pletely different  services.  The  task  order  agreement  that  they  used 
was  for  obtaining  asset  valuation  reviews  which  are  generally 
awarded  on  a  fixed-price  basis  and  average  about  $30,000  per  re- 
view. The  management  and  continuity  contract  awarded  to  Price 
Waterhouse  dealt  primarily  with  coordinating  the  activities  of 
other  contractors  and  with  photocopying.  There  were  no  asset  valu- 
ation review  responsibilities  assigned  to  Price  Waterhouse,  despite 
using  this  type  of  a  vehicle  for  the  contract.  RTC's  own  internal 
documentation  states  that  asset  valuation  work  would  be  minimal, 
if  any.  Furthermore,  the  asset  valuation  review  contract  coordina- 
tor subsequently  told  us  that  using  this  task  order  was  a  stretch. 
There  has  been  some  talk,  and  I  note  in  the  testimony  that  one 
reason  they  give  for  doing  this  is  that  they  had  a  waiver  that 
said— from  1990— that  said,  they  didn't  have  to  go  through  Con- 
tracting and  Legal  to  do  asset  valuation  reviews.  We  asked  that  the 
waiver  be  produced.  It  doesn't  exist.  There  is  no  waiver.  So  they 
said,  well,  it  was  an  oral  waiver  provided  by  the  former  executive 
director,  David  Cook,  in  1990.  We  interviewed  Mr.  Cook.  He  has  no 
recollection  of  issuing  such  a  waiver,  and  even  if  he  had,  it  would 
have  been  superseded  by  subsequent  events  requiring  that  such 
contracts  go  through  the  Office  of  Contracts. 

Instead  of  using  this  task  order,  RTC  should  have  assessed  the 
nature  of  the  work  to  be  done,  determined  the  appropriate  exper- 
tise to  accomplish  it,  and  sohcited  firms  accordingly.  Essentially, 
we  question  RTC's  need  for  an  accounting  firm  to  perform  the  type 
of  tasks  in  the  agreement.  For  example,  were  the  capabilities  of  an 
accounting  firm  necessary  to  arrange  for  copying  of  files,  to  copy  in- 
vestor information,  to  record  and  distribute  minutes  of  contractors' 
meetings?  We  think  not.  In  our  view,  these  tasks  could  have  been 
performed  by  RTC  personnel  in  conjunction  with  contractors  skilled 
in  document  management  and  photocop5ring. 

Other  things  that  occurred  were  that  the  proper  delegations  of 
authority  were  not  followed,  but  even  more  importantly  RTC's  in- 
terests were  not  protected  in  this  contract.  The  May  13,  1992,  con- 
tract signed  with  Price  Waterhouse,  signed  by  the  Department  of 
Resolutions,  the  page-and-a-half  docimient  that  you  referred  to, 
contained  only  a  brief  description  of  the  management  and  continu- 
ity contractor's  key  responsibilities,  a  reference  to  the  agreed  upon 
hourly  rates,  instructions  to  bill  twice  a  month,  and  a  period  of  per- 
formance beginning  May  4  and  extending  through  the  end  of  1992. 
This  time  and  materials  contract  contained  no  maximum  ceiling 
price,  no  maximum  on  the  amount  of  travel  costs  that  RTC  would 
reimburse,  no  time  limit  on  period  of  performance,  no  delivery 
dates,  no  acceptance  criteria,  no  penalties  for  late  delivery,  no 
terms  for  canceling  the  contract.  A  senior  attorney  in  the  Contracts 
Section  of  RTC's  Legal  Division  characterized  this  contract  as  a 
contractor's  dream. 

Now,  what  is  the  bottom  line?  Well,  clearly,  millions  of  dollars 
have  been  wasted.  A  deadline  was  set  and  to  meet  the  deadline 
RTC  management  disregarded  policies  and  procedures  that  were 
put  in  place  to  protect  RTC's  and  the  taxpayer's  interests.  RTC's 
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contracting  policies  and  procedures  and  the  levels  of  approval  out- 
lined in  the  delegations  of  authority,  which  are  key  controls  within 
RTC,  are  very  clear,  but  they  were  not  followed. 

Now,  we  recognize  that  shortly  after  Price  Waterhouse  began  its 
work  at  HomeFed  that  RTC  learned  of  the  Department  of  Justice 
subpoena  which  somewhat  altered  the  tasks  anticipated.  But  if  you 
think  about  it,  knowledge  of  the  subpoena  offered  RTC  manage- 
ment an  opportunity  to  get  this  contract  under  control.  I  want  to 
talk  a  little  bit  about  the  subpoena  because,  again,  this  is  offered 
as  an  excuse  for  why  the  costs  got  to  be  so  high,  and  really  there 
is  no  excuse. 

Price  Waterhouse  people  at  the  site  told  us  that  the  number  of 
copies  made  was  not  affected  by  the  subpoena.  They  were  going  to 
make  the  same  number  of  copies  anyway.  What  they  said  changed 
somewhat  were  the  control  procedures  that  were  required  by  the 
subpoena.  For  example,  they  would  have  to  log  in  the  receipt  of 
asset  files  from  HomeFed  personnel  and  log  out  for  their  subse- 
quent return  in  order  to  track  the  location  of  the  files. 

However,  Price  Waterhouse  had  recognized  the  need  for  such 
controls  over  these  documents  in  its  proposal  to  RTC,  its  original 
proposal  before  knowledge  of  the  subpoena.  Their  proposal,  dated 
May  10,  1992,  stated  the  actual  tasks  that  must  be  performed  in 
the  area  of  document  and  file  management  which  included  estab- 
lishing a  system  for  scheduling  file  dissemination,  tracking  the  lo- 
cation and  status  of  the  asset  files,  and  tracking  investor  file  re- 
view. Price  Waterhouse's  proposal  came  well  before  the  knowledge 
of  the  subpoena. 

Furthermore,  common  sense  and  other  factors  like  financial  insti- 
tutions normally  maintaining  a  high  level  of  control  over  asset  files 
because  of  their  valuable  nature  makes  it  obvious  that  such  proce- 
dures would  be  used  anyway,  because  you  are  talking  about  docu- 
ments consisting  of  original  notes  and  deeds  of  trust  and  hens  and 
negotiable  instruments.  So  such  control  procedures  are  normally 
respected  by  outside  parties. 

In  any  event,  had  RTC  reevaluated  the  circumstances  upon  ob- 
taining knowledge  of  the  subpoena,  we  believe  they  would  have 
gained  a  better  understanding  of  the  tasks  involved  and  realized 
that  even  with  the  subpoena,  the  services  of  approximately  700 
members  of  an  accounting  firm  were  not  necessary  for  the 
photocopying  services. 

I  would  mention  one  other  thing  here.  In  its  follow-up  study  on 
contracting  deficiencies  discovered  in  RTC's  Western  Storm  project 
the  GAO  had  stated  that,  "Overall,  we  believe  that  RTC's  mind  set 
undervalued  contracting,  even  though  RTC  extensively  used  pri- 
vate sector  contractors  to  accomplish  its  mission,"  and  the  latest 
figures  I  have  seen  is  that  the  fees  to  contractors  are  going  to  be 
over  $3  billion.  &      &       ^^ 

T5mJ!^^^  ^^^^  ^®*'"  ^^^  s^i^'  "1®^  to  fundamental  weaknesses  in 
RTC  s  contracting  system  and  permitted  Western  Storm  to  occur  " 
We  share  that  view.  We  have  repeatedly  reported  that  deadlines  to 
sell  take  precedence  over  contracting  and  other  procedures  in- 
tended to  ensure  efficient,  economical  and  prudent  operations. 

Mr.  Chairman,  it  is  unfortunate  that  I  have  to  be  here  today  to 
report  on  what  was  clearly  an  avoidable  series  of  events.  RTC  has 
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contracting  policies  and  procedures  that,  if  followed,  would  protect 
the  Corporation's  interests.  The  events  that  I  have  recounted  to 
you  today  really  are  a  case  study  of  a  deadline-driven  organization 
and  what  can  and  will  take  place  in  such  an  atmosphere.  And  if 
this  atmosphere  isn't  tempered  with  planning  and  serious  attention 
to  cost  containment  and  accountability,  I  expect  that  I  will  be  back 
before  you  or  other  Congressional  committees  to  again  report  on 
problems  such  as  this. 

Mr.  Chairman,  that  concludes  my  statement.  I  would  be  pleased 
to  answer  any  questions  you  may  have. 

Senator  Lieberman.  Thank  you  very  much,  Mr.  Adair.  We  are 
going  to  run  the  clock  at  5  minutes  for  each  of  us  as  we  question 
and  we  will  go  around  as  long  as  there  are  questions. 

Mr.  Adair,  just  to  set  the  scene  for  those  who  are  here  and  for 
the  record,  HomeFed  Savings  in  San  Diego  was  the  largest  institu- 
tion that  the  RTC  had  been  called  upon  to  resolve,  to  use  the  term? 

Mr.  Adair.  That  is  correct. 

Senator  Lieberman.  OK,  so  this  was  a  big  operation. 

Mr.  Adair.  It  was  about  $12  to  $13  billion  in  assets. 

Senator  Lieberman.  Right,  although  is  it  fair  to  say  that  in 
many  of  the  previous  cases  where  RTC  had  been  called  in  that 
there  was  a  lot  of  copying  to  be  done  as  well,  document  copying? 

Mr.  Adair.  There  would  have  to  be  copying  in  many  instances, 
yes. 

Senator  LIEBERMAN.  Right,  so  that  this  would  not  have  been  cer- 
tainly the  first  occasion;  maybe  the  largest  number  of  copies,  but 
they  had  had  experience  in  the  past  doing  that. 

Mr.  Adair.  That  is  correct. 

Senator  Lieberman.  I  am  going  to  come  back  later  to  some  of  the 
things  you  said  about  why  you  think  this  happened  and  the  general 
nature  of  the  rush,  but  I  want  to  get  at  some  of  the  issues  in  dis- 
pute here.  The  67  cents  a  page  obviously  jumps  out  at  all  of  us  be- 
cause, you  know,  we  know  that  if  we  go  into  one  of  the  big  copying 
centers  we  can  get  a  page  copied  for  as  little  as  2  cents,  maybe  a 
nickel;  at  the  outside,  a  dime,  and  that  is  a  lot. 

I  gather,  and  this  is  to  pick  up  on  something  you  have  said  in 
your  testimony,  that  one  of  the  explanations  that  the  folks  at  the 
RTC  offer  is  that  this  was  not  just  simple  copying.  In  other  words, 
it  wasn't  just  taking  a  piece  of  paper,  putting  it  in  a  machine  and 
getting  it  copied,  but  that  particularly  as  a  result  of  the  Depart- 
ment of  Justice  subpoena — and  this  happened  because  the  Justice 
Department  was  investigating  and  possibly  considering  indictments 
and  the  rest,  a  separate  matter  from  what  RTC  was  doing,  subpoe- 
naed the  documents  and  asked  for  copies  of  all  the  documents — 
that  that  subpoena  required  an  extra  series  of  steps  that  in  some 
measure  may  justify,  if  not  the  67  cents,  at  least  more  than  I  would 
have  to  pay  if  I  went  into  Kinko.  How  do  you  respond  to  that? 

Mr,  Adair.  Well,  I  think  the  clearest  and  simplest  response  to 
this  is  to  look  at  what  happened  with  a  number  of  HomeFed  files 
that  were  inadvertently  shipped  to  Texas  by  mistake  and  ended  up 
being  copied  in  Texas  using  exactly  the  same  procedures  that  Price 
Waterhouse  was  following.  What  was  the  cost  of  that?  I  mean,  I 
think  that 
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Senator  Lieberman.  Let  me  interrupt  you.  That  is  very  impor- 
tant. The  copies  that  were  inadvertently  shipped  to  Texas,  which 
I  gather  were  then  copied  by — the  documents  were  then  copied  by 
Xerox? 

Mr.  Adair.  The  documents  were  copied  by,  as  it  turns  out,  Xerox. 

Senator  LlEBERMAN.  Yes.  That  is  the  11.5  cents. 

Mr.  Adair.  That  is  the  11.5  cents. 

Senator  Lieberman.  And  they  were  copied  pursuant  to  the  re- 
quests surrounding  the  Department  of  Justice  subpoena? 

Mr.  Adair.  Yes.  The  provisions  of  the  subpoena  were  followed 
and,  in  fact,  Price  Waterhouse's  documented  procedures  that  Price 
Waterhouse  was  following  at  67  cents  a  copy  were  exactly  those 
that  Xerox  was  following  at  11.5  cents  a  copy. 

Senator  Lieberman.  So  it  is  a  real  apples-to-apples  comparison? 

Mr.  Adair.  Yes,  it  is  a  direct  comparison,  the  same  type  of  files 
from  HomeFed  and — I  should  mention  this.  Let  us  be  fair  about 
this. 

Senator  Lieberman.  OK. 

Mr.  Adair.  We  talked  to  Xerox  in  Texas  and  we  said  tell  us 
about  this  situation,  and  they  said  that  they  had  only  had  a  chance 
to  look  at  a  couple  of  boxes  of  the  documents  when  they  bid  11.5 
cents  and  that  the  job  actually  turned  out  to  be  a  little  more  dif- 
ficult than  they  thought.  You  are  talking  about  removing  staples, 
paper  clips  and  what  have  you,  removing  documents  from  bindings, 
and  if  they  had  it  to  do  all  over  again,  they  would  have  bid  17 
cents. 

And  we  asked  them  what  would  be  the  bid  for  10  million  docu- 
ments and  they  said,  again,  17  cents.  Their  bids  on  other  copying 
ranged  from  10  to  19  cents.  Nineteen  cents  is  the  most  they  ever 
bid  for  the  toughest  copjdng  job,  and  for  this  they  would  have  bid 
17  cents  a  copy.  That  is  including  following  all  the  Price 
Waterhouse-developed  procedures  to  take  the  subpoena  into  effect, 
and  I  believe  it  also  includes  the  supplies.  They  provided  the  paper, 
so  it  goes  beyond  just  the  labor  that  we  are  talking  about  for  67 
cents  for  Price  Waterhouse. 

Senator  LIEBERMAN.  Another  way  to  go  at  this,  just  to  deal  with 
the  67  cents  and  whether  it  was  reasonable  or  not,  is  the  compari- 
son that  you  have  given  us  between  what  was  paid  by  Price 
Waterhouse  for  temporary  employees  who  were  doing  the  work  and 
then  what  they  billed  the  RTC  for.  I  take  it  that  temporary  employ- 
ees were  used  for  the  copying. 

Mr.  Adair.  Yes. 

Senator  LlEBERMAN,  OK,  so  just  go  over  that  again  so  we  have 
that  on  the  record  because  that  is  another  way,  in  gross,  to  come 
at  this  and  say  that  this  was  an  outrageous,  unreasonable  charge. 

Mr.  Adair.  Well,  Price  Waterhouse  bid  certain  rates  and  among 
those  rates  were  $17  for  clerical,  $34  for  para-professionals,  $59  for 
st£iff,  $79  for  seniors,  $134  for  managers,  $160  for  senior  managers 
and  partners.  But  they  were  paying,  I  believe,  about — they  were 
hiring  temporaries  from,  I  believe  Remedy  was  the  name  of  the  or- 
ganization. 

Senator  LlEBERMAN.  Right. 

Mr.  Adair.  And  these  people,  we  are  told,  were  being  paid  close 
to  minimum  wage  to  conduct  the  copying,  and  then  the  bills  that 
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were  submitted  by  the  copying  company  to  RTC  were  doubled  and 
tripled  in  many  instances  and  then  submitted  directly  to  RTC  to 
be  paid.  So  that  is  where  we  get  into  the  very  excessive  profits 
being  made  by  Price  Waterhouse  on  this. 

Senator  Lieberman.  And,  again,  that  is  the  67  cents  per  copy, 
but  looked  at  in  a  different  way,  which  is  what  was  Price 
Waterhouse  paying  for  that  service  and  then  what  they  were  charg- 
ing the  Government. 

Mr.  Adair.  That  is  right. 

Senator  Lieberman.  And  there  is  no  explanation  for  that  except 
that  the  contract  allowed  it, 

Mr.  Adair.  That  is  correct.  There  is  no  prohibition  against  that. 

Senator  Lieberman.  I  mean,  it  is  an  enormous  mark-up  for  a 
very  simple  service. 

Mr.  Adair.  The  RTC  has  something  comparable  in  its  asset  man- 
agement and  disposition  contracts.  They  call  them  SAMDA  con- 
tracts for  managing  and  disposing  of  assets.  A  contractor  that  is  re- 
sponsible for  managing  assets  and  selling  the  assets  quite  often 
hire  subcontractors  to  do  maintenance  work  and  whatever  else 
needs  to  be  done  and  those  costs  are  passed  through  without  being 
increased,  or  doubled  and  tripled  by  the  SAMDA  contractor,  di- 
rectly through  to  RTC,  and  that  is  the  kind  of  thing  that  could  very 
well  have  been  done  here. 

Senator  LIEBERMAN.  Well,  my  time  is  up.  With  the  consent  of  my 
colleagues,  let  me  just  ask  you  for  a  factual  explanation  here.  One 
of  the  charts  we  have  got  shows  the — it  is  right  behind  me  here — 
shows  the  breakdown  of  Price  Waterhouse  charges  per  copy,  and 
there  in  the  second  bar  we  see  the  67  cents  per  copy.  To  the  right 
of  that  it  says  Price  Waterhouse  document  management,  51  cents 
per  copy,  coming  to  a  total  of  $1.19  a  copy.  What  is  the  document 
management? 

Mr.  Adair.  All  right.  I  emi  going  to  ask  my  Assistant  Inspector 
General  for  Audits,  Sharon  Vander  Vennet,  to  comment  on  that. 

Senator  Lieberman.  Fine. 

Ms.  Vander  Vennet.  The  document  management  category  in- 
cluded categories  other  than  just  copying.  It  included  the  four  addi- 
tional categories  that  we  talked  about  on  this  chart,  which  I  believe 
you  have  copies  of,  the  transportation  of  the  files  back  and  forth. 
They  had  a  compliance  section  set  up  to  make  sure  that  the  proce- 
dures were  being  followed.  They  had  a  procedures  and  training  sec- 
tion set  up  that  developed  the  procedures  £ind  trgdned  people,  and 
they  had  what  they  called  facilitation.  Those  were  the  people  that 
made  sure  that  the  logging  £ind  tracking  was  done.  They  also  had 
to  set  up  libraries.  These  were  rooms  that  the  investors  used  to  go 
in  and  review  the  files  they  were  looking  at — all  of  those  other 
costs  are  also  included  under  document  management. 

Senator  Lieberman.  Were  any  of  those  required  by  the  Depart- 
ment of  Justice  subpoena? 

Ms.  Vander  Vennet.  The  compliance  was  set  up  for  the  sub- 
poena. 

Senator  Lieberman.  Right. 

Ms.  Vander  Vennet.  OK,  and  the  procedures  and  training 
would  be  the  two  that  would  be  most  directly  related  to  the  sub- 
poena. 
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Senator  LlEBERMAN.  OK.  But,  again,  I  just  want  to  point  out  that 
those  charges  are  outside  the  67  cents  per  copy  that  we  have  fo- 
cused on. 

Senator  Cochran? 

Senator  Cochran.  Thank  you,  Mr.  Chairman.  As  I  understand  it, 
the  procurement  rules  that  apply  in  this  situation  are  different 
from  the  normal  procurement  of  services  by  other  Federal  agencies. 
Is  that  correct?  Don't  you  have  to  follow  under  normal  situations 
a  manual  on  procurement  practices? 

Mr.  Adair.  Yes,  Senator.  The  RTC,  you  have  to  remember,  is  an 
organization  that  was  created  with  the  goal  of  going  out  of  business 
in  1996,  and  they  are  exempt  from  certain  contracting  provisions, 
and  probably  correctly  so.  We  have  seen  the  General  Accounting 
Office  testify  in  the  past.  When  asked  if  RTC  should  be  placed 
under  the  same  types  of  contracting  controls  as  the  rest  of  the  Gov- 
ernment, GAO  said  no  because  it  would  really  hamstring  the  orga- 
nization and  just  shouldn't  be  done.  But  I  think  what  we  have  seen 
here  is  they  have  gone  too  far  in  some  instances  to  the  point  where 
there  are  no  controls. 

Senator  CoCHRAN.  Are  there  any  regulations  or  laws  that  apply 
to  the  procurement  of  services  by  RTC? 

Mr.  Adair.  Well,  the  FIRREA  legislation  would  set  forth  what- 
ever controls  there  would  be — the  financial  institutions  act  that 
created  the  RTC  back  in  1989. 

Senator  Cochran.  Yes.  Well,  you  know,  I  think  we  need  to  prob- 
ably consider  whether  your  findings  amount  to  an  indication  of 
simple  negligence  in  monitoring  contracts,  reviewing  the  details  of 
billings,  or  whether,  in  your  view,  we  are  talking  here  about  some 
intentional  violations  of  Government  regulations  or  statutes.  How 
would  you  characterize  your  findings? 

Mr.  Adair.  Well,  I  think  I  have  tried  to  capture  them  in  the 
statement.  This  is  a  condition  that  we  see  repeated  over  and  over 
within  the  RTC.  The  RTC — I  don't  want  to  lose  my  credibility  here 
by  praising  them,  but  they  have  some  excellent  people  that  work 
very,  very  hard,  and  they  are  very  much  goal-driven.  If  you  set  a 
goal  before  them,  they  do  everything  they  can  to  achieve  it,  even 
if  that  mesuis  going  around  the  rules  and  breaking  the  rules  and, 
in  the  end,  costing  the  taxpayer  a  lot  of  money.  And  I  think  it  is 
that  mind  set  that  causes  problems  for  them  in  a  lot  of  their  con- 
tract procurements  and  in  a  lot  of  their  other  endeavors. 

Senator  Cochran.  In  the  course  of  your  investigation,  did  you 
make  an  effort  to  get  the  RTC  officials'  side  of  the  story  £uid  is  that 
included  in  your  report? 

Mr.  Adair.  Yes,  we  certainly  did.  We  have  done 

Senator  Cochran.  Who  did  you  talk  with?  What  high-level  offi- 
cial or  officials  at  RTC  did  you  personally  talk  with? 

Mr.  Adair.  Well,  of  course,  I  meet  with  the  President  and  CEO. 
We  have  a  regularly  scheduled  weekly  meeting  every  Monday 
afternoon  and  I  had  advised  him  of  this  problem  on  a  number  of 
occasions,  and  I  know  we  have  interviewed  and  discussed  this  with 
various  levels  of  RTC  management.  At  the  senior  vice  president 
level,  we  have  interviewed  Mr.  Roelle,  the  Senior  Vice  President 
and  Chief  Financial  Officer,  and  I  think  we  have  provided  a  series 
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of  people  interviewed  for  the  record.  I  mean,  it  is  quite  a  few  people 
that  we  have  talked  to  about  this. 

Senator  Cochran.  Are  the  facts  or  the  information  that  you 
gathered  from  RTC  officials  included  in  your  report,  or  did  you  find 
that  you  obtained  the  information  that  you  submitted  to  the  Com- 
mittee and  to  others  to  be  based  on  information  that  you  gained 
without  the  benefit  of  talking  to  RTC  officials? 

Mr.  Adair.  We  certainly  talked  extensively  to  RTC  officials 
throughout  the  country  about  this  situation  and  we  have  extensive 
working  papers.  Our  California  office  joined  us  this  week.  The  rep- 
resentatives from  our  office  brought  in  voluminous  working  papers 
consisting  mostly  of  documents  and  interviews  which  I  found  to  be 
quite  interesting,  some  of  them  concerning  the  quality  of  the  work 
that  was  done  under  this  contract  which  has  its  own  separate  set 
of  problems.  So  I  would  say  extensive  work  has  been  done  on  this 
even  though  our  audit  is  not  yet  complete. 

Senator  CoCHRAN.  Let  me  ask  you  for  your  judgment  on  how  we 
should  try  to  deal  with  the  problem  in  terms  of  establishing  some 
different  guidelines  or  other  rules  or  procedures.  What  would  your 
suggestion  be  in  connection  with  trjdng  to  keep  this  from  happen- 
ing, keeping  in  mind  that  there  are  probably  going  to  be  billions 
of  dollars  of  additional  funds  requested  of  Congress  to  support  the 
continued  activities  of  RTC? 

Some  estimate  this  could  be  as  high  as  $40  billion  of  additional 
funding  that  may  be  required  by  RTC  to  complete  its  work.  If  we 
are  going  to  see  the  outlay  of  that  kind  of  money,  we  need  to  be 
sure  that  we  tighten  up  the  procedures,  or  have  some  understand- 
ing with  RTC  on  how  it  is  going  to  conduct  business  in  the  future 
to  prevent  this  kind  of  thing  from  happening  again.  What  is  your 
recommendation  on  that  subject? 

Mr.  Adair.  I  believe  that  the  contracting  policies  and  procedures 
manual  that  has  been  created  by  the  RTC — if  it  was  followed  and 
if  the  Contracts  Office  and  the  Legal  Division  were  involved  in  the 
awarding  of  contracts,  you  wouldn't  have  this  kind  of  situation. 
RTC  has  subsequently  moved  this  specific  contract  we  are  talking 
about  under  the  contracting  office,  so  it  is  now  being  handled  more 
properly,  a  little  bit  late,  unfortunately. 

But  if  we  could  just  avoid  the  kinds  of  waivers  and  things  they 
talk  about,  and  freelance  contracting  that  goes  on  without  perhaps 
the  knowledge  and  the  approval  of  the  Office  of  Contracts  and  the 
Legal  Division,  that  is  what  is  reedly  causing  the  problems.  This  is 
such  a  huge  organization  in  terms  of  the  numbers  of  contracts  and 
the  number  of  contractors  that  these  things  are  going  on — I  am 
sure  there  are  other  contracts  like  this  that  we  just  haven't  come 
upon.  And,  of  course,  as  a  result  of  pubUcity  in  the  Washington 
Post  last  week,  we  are  starting  to  get  more  allegations  to  our  hot 
line  about  other  accounting  firms. 

I  want  to  say  this.  This  really  isn't  about  Price  Waterhouse.  This 
could  have  been  any  other  accounting  firm,  Mr.  Chairman,  and  I 
am  sure  that  we  are  going  to  come  up  with  the  same  kind  of  thing 
with  other  accounting  firms  that  we  look  at.  But  it  is  more  about 
what  controls  RTC  should  put  in  its  contracts  because  if  the  con- 
trols were  there  and  they  went  through  the  appropriate  mecha- 
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nisms  and  they  decided  on  which  companies  should  be  submitting 
proposals  to  them,  you  wouldn't  have  this  sort  of  situation. 

Senator  CoCHRAN.  Thank  you,  Mr.  Chairman. 

Senator  Lieberman.  Thank  you.  Senator  Cochran. 

Senator  Dorgan? 

Senator  DoRGAN.  Thank  you,  Mr.  Chairman.  Mr.  Adair,  thank 
you  for  your  testimony.  You  indicated  that  on  October  18  you  had 
a  meeting  with  Mr.  Casey  and  others  alerting  them  to  these  prob- 
lems. Mr.  Casey,  in  his  testimony,  is  saying  upon  receiving  written 
notice  in  late  December,  immediate  steps  were  taken,  and  so  on. 
Is  that  a  distinction  between  written  notice  and  a  meeting? 

Mr.  Adair.  Well,  I  consider  the  October  18  meeting  to  be  written 
notice  because  my  standard  operating  procedure  is  that  at  every 
Monday  meeting  I  prepare  an  agenda — I  type  it  myself — that  cov- 
ers the  important  audits  and  investigations  that  are  going  on  at 
that  time.  I  type  the  agenda;  I  make  two  copies,  one  for  myself,  one 
that  I  give  to  Mr.  Casey  and  leave  with  him  because  my  under- 
standing is  that  he  would  then  use  that  material  when  he  meets 
with  his  senior  vice  presidents  and  others  to  say  here  is  a  problem 
I  want  you  to  take  care  of.  So  I  consider  that  to  be  written  notifica- 
tion. 

And  I  should  mention  that  on  October  19,  in  the  agenda  that  I 
provided  there  is  an  attachment  and  it  is  the  memorandum,  the  de- 
tailed memorandum  that  Sharon  Vander  Vennet  had  prepared  on 
the  subject.  So  that  is  also  written  notification  in  that  sense. 

Senator  DORGAN.  October  18th? 

Mr.  Adair.  That  was  an  October  16th  memo  that  I  provided  Oc- 
tober 19th. 

Senator  DoRGAN.  You  indicate  that  the  procedures  were  not  fol- 
lowed. Contracting  Office  attorneys  were  not  consulted  with  respect 
to  this  contract.  Can  you  amplify  on  that  again,  and  if  procedures 
were  not  followed,  was  the  contract  signed  by  someone  authorized 
to  sign  it?  In  other  words,  is  this  a  case  where  the  RTC  can  now 
claim  this  was  not  an  authorized  contract? 

Mr.  Adair.  Well,  the  person  that  signed  it  really  didn't  have  the 
authority  to  sign  it,  as  I  understand  it. 

Senator  Dorgan.  Are  you  talking  about  the  legal  authority? 

Mr.  Adair.  Pardon  me? 

Senator  DORGAN.  Are  you  talking  about  the 

Mr.  Adair.  He  didn't  have  the  delegated  authority  within  the  or- 
ganization. 

Senator  DORGAN.  What  about  the  legal  authority?  Did  that  per- 
son have  the  legal  authority  to  commit  the  RTC  to  the  contract,  in 
your  judgment?  I  guess  that  is  a  legal  question.  I  am  asking  an 
auditor  a  legal  question,  but  the  reason  I  ask  the  question  is  the 
RTC  says  they  don't  have  the  capability  of  renegotiating.  It  seems 
to  me  if  the  contract  is  between  someone  on  the  RTC  side  that 
didn't  have  the  legal  authority  to  move  the  contract  forward,  then 
it  seems  to  me  there  is  room  for  renegotiation. 

Mr.  Adair.  I  think  once  you  go  into  a  contract  and  the  contractor 
goes  into  it  in  good  faith  and  comes  up  with  its  performance,  and 
has  been  paid,  I  think  you  have  basically  a  real  contract,  whether 
they  had  authority  or  not  to  sign  it. 
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Senator  DORGAN.  Mr.  Adair,  I  have  taken  notes  about  this  hear- 
ing. I  think  this  is  sloppy  management,  terrible  management.  Mr. 
Casey  is  going  to  testify  that  this  is  just  fine,  this  is  standard  stuff. 
This  is  an  embarrassment,  in  my  judgment,  and  I  am  going  to  talk 
about  that  embarrassment  with  the  people  who  run  the  RTC. 

But  I  am  also  astounded  by  your  last  comment  that  you  made — 
this  is  not  about  Price  Waterhouse.  How  on  earth  can  you  say  this 
is  not  about  Price  Waterhouse?  The  Federal  defense  acquisition 
regulations  indicate  that  a  reasonable  mark-up,  given  the  low  level 
of  risk  on  a  contract  like  this,  would  be  2  percent.  We  have  a  firm 
in  the  country  that  everybody  knows  about,  a  big  firm,  that  marks 
it  up  345  percent,  and  you  admit  that  the  charges  are  excessive. 

Now,  the  fact  that  the  RTC  makes  big  mistakes  is  an  embarrass- 
ment, in  my  judgment.  But  does  that  justify  a  corporation  promot- 
ing excessive  charges  and  using  these  kinds  of  mark-ups?  Shouldn't 
we  also  be  saying  to  the  American  public  in  this  kind  of  discussion 
that  we  will  not  countenance  that  kind  of  behavior  by  American 
corporations — that  it  is  not  what  we  expect  and  it  is  not  what  the 
American  taxpayers  deserve?  So  why  is  this  not  about  Price 
Waterhouse  as  well? 

Mr.  Adair.  Well,  what  I  think  I  am  sa3ang  here  is  that  any  other 
CPA  firm  under  the  same  circumstances  probably  would  have  gone 
forward  with  accepting  a  iy2-page  contract  and  performing  the 
work  that  was  required  and  submitting  bills  with  their  high  rates 
that  they  charge.  They  very  simply  took  fiill  advantage  of  what 
RTC  allowed  them  to  do. 

Senator  DORGAN.  I  heard  you  say  that,  and  shame  on  them  if 
they  would  have  done  that  as  well.  I  come  from  a  town  of  400  peo- 
ple. There  aren't  many  business  places  on  the  Main  Street,  but  the 
businesses  wouldn't  do  that  to  each  other. 

I  understand  this  hearing  is  about  the  RTC.  It  is  about,  in  my 
judgment,  sloppy  management,  ineffective  management,  embar- 
rassing results,  and  taking  the  taxpayers  to  the  cleaners.  That  is 
what  this  hearing  is  about.  I  understand  and  accept  that,  and  I  am 
going  to  ask  tough  questions  of  the  RTC.  But  I  also  believe  this  is 
about  Price  Waterhouse  and  all  other  firms  in  this  country  that 
take  advantage  of  the  government,  promote  excessive  charges  and 
are  unfair  in  their  business  practices. 

Now,  I  would  have  liked  to  have  seen  Price  Waterhouse  answer 
some  questions  today  as  well.  I  accept  the  notion  of  what  this  hear- 
ing is  about,  but  I  just  say  that  there  are  two  parties  to  this  trans- 
action. One  was  supposed  to  represent  the  taxpayer  and  dem- 
onstrated a  complete  incapability  of  doing  that,  to  our  embarrass- 
ment and,  in  my  judgment,  to  the  anger  of  the  American  people, 
having  lost  a  lot  of  money  on  this  contract.  The  second  party  is  the 
corporation  or  partnership  or  whatever  it  is  that  seems  to  have 
taken  advantage  in  an  unethical  way,  in  my  judgment,  of  the 
Americ£in  taxpayer. 

So  let  me  just  ask  another  question.  I  wanted  to  make  that  point 
about  your  last  statement  that  this  is  not  about  Price  Waterhouse. 
At  least  to  this  Senator,  this  is  also  about  Price  Waterhouse.  You 
talk  about  the  October  18th  meeting.  Mr.  Casey  says  it  was  Decem- 
ber, and  then  he  says  that  the  RTC  began  to  take  action  in  Janu- 
ary, I  am  going  to  ask  him  about  that.  The  implication  from  Mr. 
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Casey  is  that  you  told  them  and  they  took  action.  But  you  indicated 
you  told  them  October  18th  and  they  didn't  start  negotiations  until 
February. 
Mr.  Adair.  Yes. 

Senator  DORGAN.  That  is  a  radically  different  sequence  of  events 
Can  you  reconcile  that? 

Mr.  Adair.  I  really  can't  reconcile  that.  I  know  that  when  we 
checked  with  the  Office  of  Contracts  in  the  first  part  of  February 
that  they  had  not  as  yet  taken  action  on  Sharon  Vander  Vennet's 
December  21st  memorandum  advising  them  and  urging  them  to  re- 
negotiate. 

Senator  DORGAN.  Two  other  quick  points.  Mr.  Casey  is  going  to 
say  to  us— in  fact,  he  says  that  comparing  copying  of  this  type  to 
normal  copying  is  like  comparing  the  cost  of  a  commercial  airline 
ticket  to  the  price  of  a  space  shuttle  flight.  I  think  you  have  ad- 
dressed that.  Sixty-seven  cents  a  copy  doesn't  relate  at  all  to  a  rea- 
sonable cost  for  this  kind  of  a  contract,  is  that  correct*? 

Mr.  Adair.  It  does  not. 

Senator  DORGAN.  And  Mr.  Casey  is  also  going  to  tell  us  that  the 
behavior  of  the  Inspector  General  has  been  unprofessional  and  that 
the  recent  sensationalism  and  comments  by  members  of  the  IG's  of- 
fice in  the  press  have  been  totally  unprofessional.  Would  you  please 
respond  to  that? 

Mr.  Adair.  Well,  I  can  only  say  that  we  have  carried  out  our 
work  in  as  most  professional  manner  we  can  and  I  am  quite  proud 
of  our  organization  and  the  people  that  we  have  in  it.  We  have  300 
people  throughout  the  country.  Last  year,  as  our  semiannual  report 
points  out,  we  saved  the  taxpayer  over  $4  billion  in  real  money, 
and  if  you  want  to  verify  that,  please  ask  Senator  Mikulski,  who 
oversees  my  office's  appropriation.  She  said  to  me  at  the  hearing 
on  my  appropriation  that  the  money  that  we  saved  was  enough  to 
fund  the  National  Science  Foundation  and  other  projects.  So  I 
think  we  have  done  a  very  professional  job  throughout  the  three 
years  of  our  existence  and  I  would  stand  by  my  record. 

Senator  DORGAN.  Well,  Mr.  Adair,  I  have  some  other  questions 
as  well,  but  I  would  just  end  my  questioning  by  saying,  in  your  role 
as  Inspector  General,  even  when  you  find  slothftil  work  on  the  part 
of  the  Federal  side,  do  not  excuse  345-percent  mark-ups  that  sub- 
ject the  American  taxpayer  to  price-gouging. 

Mr.  Adair.  I  want  to  clarify  that.  I  am  not  excusing  at  all  what 
Fnce  Waterhouse  did.  I  am  merely  saying  that  this  is  also  going 
on  with  other  firms  and  it  could  just  as  eacily  been  another  firm 
here  today. 

Senator  Dorgan.  Then,  Mr.  Adair,  let  us  find  out  who  those 
other  firms  are  and  give  them  a  little  publicity  as  well 

Mr.  Adair.  We  will  do  that. 

Senator  DORGAN.  And  maybe  we  can  convince  business  leaders 
m  this  country  to  price  reasonably  when  they  are  deahng  with  the 
Federal  Government. 

Senator  Lieberman.  Thank  you.  Senator  Dorgan.  Of  course,  you 
make  a  good  point.  Our  role  is  to  review  the  work  of  RTC  as  a  pub- 
lic agency  and  to  see  why  a  contract  was  entered  into  that  essen- 
tially gave  carte  blanche  to  Price  Waterhouse  to  charge  whatever 
it  would,  or  at  least  in  limiting  the  per-function  charge  but  not  put- 
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ting  any  outside  cap  on  the  cost  of  the  contract.  In  some  sense,  it 
almost  urged  them  to  just  do  as  many  functions  as  they  could  do 
to  run  it  up. 

Mr.  Adair.  Yes. 

Senator  Lieberman.  I  agree  with  my  colleague  that  you  would 
hope  that  particularly  when  you  are  dealing  with  taxpayer  money, 
that  a  private  entity  would  not  take  maximum  advantage  and  ex- 
ploit a  situation,  which  they  did,  and  that  is  obviously  regrettable. 
But  our  concern  clearly  is,  as  you  have  pointed  out,  why  RTC  nego- 
tiated a  contract  to  let  this  happen,  and  let  me  talk  about  that  a 
httle  bit. 

I  gather,  stepping  back  for  the  details,  that  part  of  what  you  see 
happened  here  was  a  tremendous  sense  of  time  pressure,  that  they 
were  going  to  try  to  move  this  to  keep  HomeFed  Savings  out  of 
conservatorship  and  see  if  they  could  resolve  it  by  the  end  of  Sep- 
tember, I  believe  was  the  date. 

Mr.  Adair.  Right. 

Senator  Lieberman.  And  as  a  result,  everybody  was  under  pres- 
sure and  they  skipped  steps.  Is  that 

Mr.  Adair.  I  think  that  is  essentially  correct  that  they  felt  they 
had  to  short-cut  the  procedures  to  get  things  done. 

Senator  LlEBERMAN.  Right,  and  yet  I  want  to  ask  whether  you 
think  there  were  simple  steps  that  the  RTC  could  have  taken  even 
if  it  procured  these  services  that  would  have  minimized  RTC's  risk, 
and  also  minimized  the  open  door  for  exploitation  by  the  party  on 
the  other  side  of  the  contract. 

Mr.  Adair.  I  think  there  were  some  very  simple  steps  that  could 
have  probably  been  done  in  a  day  or  less  simply  by  including  a 
number  of  contractual  clauses  that  would  have  protected  the  Cor- 
poration— a  maximum  ceiling  on  the  fees  and  travel  costs,  produc- 
tivity levels  and  scheduled  time  frames.  They  could  have  required 
a  level  of — or  independently  confirmed  a  level  of  qu£dity  being  pro- 
duced, and  required  the  contractor  to  correct  the  deficiencies  at  its 
own  costs.  Simple  things  like  that  written  into  the  contract  would 
have  made  a  huge  difference. 

Senator  Lieberman.  Right.  Not  very  complicated? 

Mr.  Adair.  No. 

Senator  Lieberman.  Shouldn't  have  taken  a  long  time? 

Mr.  Adair.  Less  than  a  day,  I  would  think. 

Senator  Lieberman.  Right,  and  I  like  what  you  suggested  here 
that  even  if  the  per-function  bid  that  Price  Waterhouse  made  was 
excessive — $39  an  hour  for  para-professionals  to  do  the  copying — 
nonetheless,  if  you  put  a  cap  on  the  total  cost  of  the  contract,  then 
they  would  have  been  under  pressure  to  economize. 

Mr.  Adair.  Yes. 

Senator  Lieberman.  Why  wasn't  that  done?  I  mean,  the  folks  at 
RTC  are  not  amateurs.  The  people  in  these  positions  have  some  ex- 
perience and  they  are  handling  a  lot  of  responsibility.  Even  under 
the  rush  scenario  that  you  describe,  why  didn't  they  just  add  a  cap, 
an  upper  limit,  a  ceiling  on  costs  on  the  contract? 

Mr.  Adair.  I  really  don't  know.  I  don't  know  if  Sharon  Vander 
Vennet  would  like  to  comment  based  on  interviews  she  has  read. 
Do  you  have  a  sense  of  that? 

Ms.  Vander  Vennet.  In  a  way,  the  Einswer  is  we  don't  know. 
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Senator  Lieberman.  Yes. 

Ms.  Vander  Vennet.  I  think  part  of  it  had  to  do  with  they  really 
had  very  little  idea  of  what  was  involved  and  how  much  it  should 
have  cost,  but  they  still  could  have  put  a  limit  in  there  that  once 
they  reached  that  limit,  then  they  would  come  back  and  look  at  it 
again.  I  recognize  that  they  had  no  idea  at  this  point  that  it  was 
going  to  cost  $23  or  $25  million.  That  doesn't  preclude  them  from 
putting  some  sort  of  limit  in  there  that  at  least  at  that  point  they 
go  back  and  look  at  it  again. 

Senator  Lieberman.  Right.  I  gather  from  what  I  have  read  here 
on  all  sides  that  the  contract  obviously  got  much  bigger  than  the 
folks  at  RTC  thought  it  was  going  to  get.  At  the  outset,  how  much, 
by  what  they  have  told  you,  did  they  think  it  would  cost? 

Mr.  Adair.  Four  to  five  million  dollars. 

Senator  Lieberman.  Four  to  five  million.  So  why  not  put  that  in 
the  contract,  right? 

Mr.  Adair.  Why  not,  indeed. 

Senator  Lieberman.  Right,  OK.  We  have  got  on  the  easel  over 
here  an  organizational  chart  for  the  Price  Waterhouse  personnel  at 
HomeFed.  Unless  you  have  got  real  laser-beam  eyes,  you  are  not 
going  to  do  any  better  than  I  am  at  seeing  the  details  of  it,  but  the 
areas  highlighted  in  what  looks  to  me  like  orange  there  are  the 
personnel  identified  by  your  staff  as  being  those  involved  in  copy- 
ing and  document  management.  Of  course,  the  entire  bottom  half 
of  that  chart  is  for  copying.  Do  you  think  that  was  necessary? 

Mr.  Adair.  I  really  do  not.  I  think  the  point  you  made  a  few  mo- 
ments ago  that  if  you  have  no  controls  and  basically  you  are  invit- 
ing a  company  to  add  as  many  people  to  a  project  as  it  can  and 
to  take  as  much  time  as  it  can  to  do  the  work  and  extend  the  work 
because  all  that  means  more  money  in  the  pocket  of  the  contrac- 
tor— that  is  what  we  are  trying  to  show  here.  This  thing  got  bigger 
and  bigger  because  there  was  nothing  but  profit  to  it.  It  is  time  and 
materials  and  the  more  time  that  you  can  spend,  the  more  money 
you  make. 

Senator  DORGAN.  Would  you  yield  on  that  point? 

Senator  Lieberman.  I  sure  would. 

Senator  DoRGAN.  I  am  trying  to  understand  on  a  contract  like 
this,  however,  there  were  17  senior  partners  or  17 — how  on  earth 
could  one  allocate  reasonably  17  high-priced  senior  folks  to  a  copy- 
ing contract? 

Mr.  Adair.  I  have  no  answer  for  that. 

Senator  DORGAN.  Well,  I  suppose  it  is  because  the  contract  didn't 
prohibit  them. 

Senator  Lieberman.  That  is  correct.  I  mean,  again,  just  to  go 
over  the  bid  that  was  the — the  three-page  bid  that  became  part  of 
the  page-and-a-half  contract  proposed  to  add  a — they  have  there  a 
standard  labor  category,  $160  an  hour  for  senior  management,  et 
cetera.  And  then  they  propose  to  add  a  para-professional  staff  clas- 
sification at  a  rate  of  $39  per  hour,  and  a  lot  of  those  were  the  peo- 
ple who  were  doing  the  copying,  is  that  correct,  Ms.  Vander 
Vennet? 

Ms.  Vander  Vennet.  Yes. 

Senator  Lieberman.  And  am  I  also  correct,  just  to  take  these 
numbers  a  somewhat  different  way,  that  Price  Waterhouse  was 
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able  to  obtain  those  personnel  at  between  $10  and  $15  an  hour 
from  temporary  services? 

Ms.  Vander  Vennet.  For  the  most  part,  yes. 

Senator  LlEBERMAN.  OK,  so  again  that  is  part  of  the  dramatic 
mark-up  without  explanation,  no  additional  cause. 

A  final  series  of  questions  for  you,  if  I  might.  Obviously  troubling 
here,  and  we  know  that  there  was  a  lot  going  on,  is  the  lack  of  a 
response  to  your  warnings  beginning  in  October.  What  was  the  na- 
ture of  the  response?  We  know  there  was  no  action,  but  what  hap- 
pened when  you  began  to  notify  Mr.  Casey  and  other  senior  person- 
nel at  your  regular  meetings  ten  times,  I  think,  by  your  recollec- 
tion? 

Mr.  Adair.  The  only  action  that  I  can  point  to  at  this  time — I 
really  don't  know.  I  think  you  have  to  ask  Mr.  Casey  what  he  said 
to  his  senior  vice  presidents,  what  he  directed.  We  know  that  the 
person  involved  with  the  contract  was  transferred  over  under  the 
Office  of  Contracts  subsequently,  but  other  than  that  I  am  hard- 
pressed  to  say  what  action  might  have  been  taken. 

I  really  believe  that  perhaps  it  was  not  a  great  surprise  to  him 
because  when  I  spoke  to  the  Senior  Vice  President  and  Chief  Fi- 
nancial Officer,  Mr.  Bill  Roelle,  about  this,  he  had  said  he  had  been 
very  angered  at  the  first  series  of  billings  received  from  Price 
Waterhouse.  I  think  that  was  in  the  summer,  in  the  June-July 
time  frame,  the  first  million  dollar's  worth  of  bills. 

Senator  LlEBERMAN.  Right. 

Mr.  Adair.  So  he  may  have  surfaced  this  already  to  Mr.  Casey. 
I  think  you  have  to  ask  those  gentlemen  at  the  subsequent  part  of 
this  hearing  as  to  whether  this  was  a  surprise  to  them,  and  maybe 
Mr.  Casey  was  already  aware  of  it  and  felt  that  this  subpoena  was 
causing  the  extra  costs,  which  we  find  really  is  not  the  case. 

Senator  LlEBERMAN.  So  from  your  recollection,  Mr.  Roelle  knew 
about  this  some  time  during  the  summer,  or  at  least  had  some  ini- 
tial concerns  about  billing  under  the  contract? 

Mr.  Adair.  Yes. 

Senator  LlEBERMAN.  And  to  the  best  of  your  knowledge,  do  you 
think  that  you  were  the  first  person  to  notify  Mr.  Casey  of  these 
concerns,  or  did  he  indicate  an  awareness  when  you  first  discussed 
this  in  October? 

Mr.  Adair.  I  don't  really  know  if  I  was  the  first  person  to  notify 
him. 

Senator  Lieberman.  Mr.  Adair,  what  was  the  general  nature  of 
the  reaction?  In  other  words,  in  your  normal  weekly  meetings  with 
Mr.  Casey,  do  you  go  over  a  series  of  concerns  you  have  and  basi- 
cally he  will  say,  OK,  we  will  take  a  look  at  that,  or  what  happens? 

Mr.  Adair.  I  think  he— just  as  anybody  would,  I  think  he  ex- 
pressed surprise  at  the  costs  of  this,  and  my  tacit  understanding, 
I  suppose,  was  that  some  action  would  be  taken  on  it.  You  know, 
it  could  range  from  at  least  checking  with  his  people  to  see  what 
the  story  was  and  whether  these  costs  were  unavoidable  or  action 
could  be  taken  or  the  contract  stopped  or  modified,  or  whatever. 

Senator  Lieberman.  But  this  went  on,  by  your  recollection,  ten 
times.  What  happened  when  you  got  to  the  fourth  and  fifth  and 
sixth  time  that  you  raised  it?  In  other  words,  were  you  giving  him 
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new  information  every  time  or  were  you  basically  saying,  what  is 
going  on  here? 

Mr.  Adair.  Yes,  because  things  would  change  as  the  audit  pro- 
gressed. In  the  beginning,  I  was  providing  some  raw  numbers  and 
then,  of  course,  as  time  passes  additional  information  comes  in  and 
the  numbers  changed  up  and  down  a  little  bit,  but  they  were  al- 
ways outrageous.  And  as  time  passed  and  we  didn't  see  a  lot  hap- 
pening, we  really  decided  to  take  the  matter  into  our  own  hands 
as  best  we  could  and  bypass  top  management  and  go  directly  to  the 
Office  of  Contracts  with  the  memorandum  from  Sharon  Vander 
Vennet  in  December.  So  we  wrote  to  John  Tiemey  at  Contracts  and 
said  you  need  to  renegotiate  this  contract,  something  has  to  be 
done,  and  that  is  basically  the  action  we  took  at  that  time. 

Senator  LlEBERMAN.  And  that  drew  a  response,  or  did  it? 

Mr.  Adair.  Well,  ultimately,  yes. 

Senator  Lieberman.  In  February? 

Mr.  Adair.  Yes. 

Senator  LlEBERMAN.  OK,  thank  you. 

Senator  Cochran? 

Senator  Cochran.  It  is  interesting  to  me,  Mr.  Adair,  when  I 
asked  you  a  moment  ago  about  your  contacts  with  RTC  officials 
and  whether  you  brought  to  their  attention  your  concerns  and  in- 
formation, you  said  you  did  meet  often  with  them.  I  now  have  been 
handed  a  document  that  has  been  prepared  by  the  RTC  Office  of 
Inspector  General  dated  February  17,  1993,  that  has  a  listing  of, 
I  presume,  all  of  the  meetings  that  you  have  records  of  having  with 
Mr.  Casey  and  others  at  the  RTC.  I  presume  the  Chairman  will  put 
this  in  the  record  and  this  will  be  a  part  of  the  record.  ^ 

Senator  Lieberman.  I  will. 

Senator  CoCHRAN.  One  thing  that  is  interesting  to  me,  though, 
is,  looking  ahead,  I  read  the  statement  that  had  been  given  to  the 
Committee  by  Mr.  Casey  and  in  it  appears  this  sentence  on  page 
6.  I  am  going  to  read  it  to  you  and  ask  your  reaction  to  it.  "Further, 
RTC  does  not  question  PWs  entitlement  to  the  fees  charged  for  the 
services  it  rendered,  nor  as  a  matter  of  policy  does  RTC  question 
PWs  entitlement  to  charge  contractual  category  rates  for  pur- 
chased labor."  What  is  your  reaction  to  that  statement? 

Mr.  Adair.  Well,  I  think  the  problem  is  that  you  are  hiring  an 
accounting  firm  to  do  photocopying  and  you  are  willing  to  pay  the 
higher  rates  than  an  accounting  firm  would  charge  for  audits  and 
other  higher-level  type  operations.  I  mean,  if  you  are  willing  to  hire 
an  accounting  firm  and  pay  the  higher  rates  to  do  something  that 
could  be  done  much  less  expensively,  I  just  don't  understand  that. 

Senator  Cochran.  What  about  the  suggestion  that  I  see  in  Mr. 
Casey's  statement  and  attachments  to  that  that  describe  the  sub- 
poena that  had  been  filed  which  they  had  to  comply  with  in  terms 
of  turning  over  documents  to  the  U.S.  Attorney  in  connection  with, 
I  guess,  a  grand  jury  investigation? 

Apparently,  according  to  the  information  that  is  before  us  here, 
they  had  to  have  somebody  who  was  knowledgeable  about  the  busi- 
ness operation  to  review  all  the  documents.  Part  of  the  contract 
with  Price  Waterhouse  was  that  they  would  furnish  somebody  who 


'  See  page  262. 
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would  read  them,  understand  what  they  were,  whether  or  not  they 
were  subject  to  this  subpoena,  and  keep  them  in  order.  Is  that  a 
reasonable  explanation  for  why  higher  costs  would  have  to  be 
charged? 

Mr.  Adair.  I  don't  think  so  at  all,  and  I  think  we  have  covered 
this  pretty  extensively  that  the  same  type  of  procedures  were  in  ef- 
fect in  Texas  by  Xerox  at  11.5  cents,  and  it  is  just  not  a  good  ex- 
cuse. 

Senator  CoCHRAN.  OK.  That  is  all. 

Senator  Lieberman.  Senator  Dorgan? 

Senator  Dorgan.  Mr.  Adair,  on  October  18th  when  you  met  with 
Mr.  Casey,  the  head  of  the  RTC,  did  you  tell  him  at  that  point  that, 
you  know,  you  have  got  a  contract  here  where  Price  Waterhouse  is 
charging  you  67  cents  a  copy  to  make  copies  of  things,  effectively? 
Is  that  the  kind  of  information  you  presented  him  with? 

Mr.  Adair.  I  presented  him  with  a  one-page  bullet-form  docu- 
ment  


Senator  DORGAN.  But  my  point  is 

Mr.  Adair  [continuing].  With  that  type  of  information.  I  don't 
know  that  it  was  67  cents,  but  it  t£dked  about  the  millions  of  dol- 
lars that  were  being  spent  on  photocopying  under  that  contract. 

Senator  DORGAN.  It  was  the  kind  of  information  that  would  alert 
somebody  to  say,  wait  a  second,  this  is  nuts? 

Mr.  Adair.  Yes. 

Senator  Dorgan.  You  don't  pay  67  cents  to  copy  papers;  let  us 
stop  this  today? 

Mr.  Adair.  Yes. 

Senator  DORGAN.  You  characterized  the  problem  in  those  kinds 
of  terms? 

Mr.  Adair.  Very  clear. 

Senator  DoRGAN.  And  what  was  the  response  of  Mr.  Casey? 

Mr.  Adair.  Well,  as  events  unfold,  I  guess,  not  much  was  done. 
His  response  was  that  this  appeared  to  be  shocking  to  him,  as  you 
would  expect.  I  don't  think  anybody  could  hear  that  and  not  be 
shocked  by  it.  But  as  time  went  on,  not  much  was  happening  and, 
as  I  say,  we  decided  to  take  matters  into  our  own  hands  and  go 
to  the  Office  of  Contracts  to  see  if  we  could  get  this  renegotiated. 

Senator  DORGAN.  And  you  then  wrote  to  Mr.  Tiemey? 

Mr.  Adair.  Yes. 

Senator  DoRGAN.  Is  that  an  unusual  thing?  I  mean,  you  say  you 
bypassed  top  management  at  that  point  because  you  had  already 
alerted  them. 

Mr.  Adair.  That  is  right. 

Senator  Dorgan.  They  didn't  take  action,  so  you  took  an  unusual 
step  and  went  to  the  contracting  people  and  said,  we  have  got  this 
problem,  this  is  crazy,  the  taxpayer  is  spending  67  cents  a  copy 
through  this  contract? 

Mr.  Adair.  Yes,  sir. 

Senator  DoRGAN.  And  Mr.  Tiemey — did  he  respond  to  you? 

Mr.  Adair.  Not  in  writing,  but  he  did  spearhead  the  negotiations 
with  Price  Waterhouse. 

Senator  DoRGAN.  And  so  the  renegotiations  began  February  5th. 
What  was  the  result  of  those  renegotiations?  Now,  how  much  were 
we  paying  for  copying  paper? 
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Mr.  Adair.  I  understand  that  an  adjustment  has  been  made  on 
bilUngs  that  have  not  yet  been  submitted  to  RTC  to  be  paid  and 
that  RTC  will  be  pa)dng  $4  million  less. 

Senator  DORGAN.  And  so  how  much  per  page  will  be  paying  now? 
If  67  cents  was  embarrassing  and  of  great  concern  to  you  and  the 
RTC,  or  at  least  sufficient  to  somebody  in  the  RTC  to  take  action 
at  some  point,  67  cents  is  renegotiated  to  what? 

Mr.  Adair.  Well,  I  don't  think  they  quite  did  it  that  way. 

Senator  Dorgan.  I  understand  that,  but  somebody  is  going  to  do 
it  that  way  at  the  end  of  the  process.  What  do  you  think  it  is  going 
to  turn  out  to  be?  You  say  that 

Mr.  Adair.  I  think  we  would  probably  have  to  answer  that  for 
the  record.  We  have  just  now  received  a  copy  of  the  document. 

INSERT  FOR  THE  RECORD 

Using  the  20  percent  discount  RTC  negotiated  with  Price  Waterhouse  (after  the 
first  $5  milUon  in  bUlings),  we  calculated  that  the  cost  per  copy  through  September 
30,  1992,  would  be  59  cents. 

In  total,  before  the  negotiated  discount,  Price  Waterhouse  billed  RTC  $6,994,771 
for  10,441,134  copies  (through  September  30,  1992).  Of  that  amount,  $2,534,741  is 
not  subject  to  the  20  percent  discount  because  it  is  part  of  the  first  $5  million  Price 
Waterhouse  billed  RTC.  The  remaining  amount  ($4,460,030)  would  be  subject  to  the 
discount,  bringing  it  down  to  $3,568,024.  Therefore,  total  copying  charges  through 
September  30,  1992,  after  factoring  the  20  percent  discount  would  be  $6,102,765 
($2,534,741  plus  $3,568,024).  Dividmg  that  amount  by  10,411,134,  the  number  of 
copies  made,  gives  a  per  copy  cost  of  59  cents. 

Senator  DORGAN.  But  you  say  that  it  was  done  by  mistake  by  a 
firm  in  Texas  for  11  cents.  They  subsequently  say  that  had  they 
had  more  information,  with  the  restrictions,  they  would  have  want- 
ed to  do  it  for  17  cents  a  copy.  That  is  50  cents  a  copy  less  than 
we  were  paying. 

Mr.  Adair.  Yes. 

Senator  DORGAN.  Now,  it  was  renegotiated.  Will  we  see  that  re- 
negotiation bring  the  cost  down  to  17  cents  or  not,  and  if  not,  why 
not? 

Mr.  Adair.  No,  it  won't  be  17.  A  rough  calculation  off  the  top  of 
my  head  would  be  in  the  30-  to  40-cent  range.  It  would  be  reduced 
by  30  to  40  cents  if  it  is  $4  million  on  10  million  copies. 

Senator  DORGAN.  Why  would  it  not  be  reduced  immediately  to  a 
competitive  area?  If  not,  why  would  the  contract  not  be  suspended? 
Am  I  missing  something  here? 

Mr.  Adair.  What  you  are  missing  is  that  RTC  has  no  legal  right 
to  force  Price  Waterhouse  to  provide  any  money.  They  have  no  leg 
to  stand  on  legally  and  RTC,  I  think,  feels  fortunate  to  be  getting 
any  money  back  because  legally  Price  Waterhouse  can  give  them 
nothing. 

Senator  DoRGAN.  Well,  my  guess  is  the  RTC  is  the  Federal  Gov- 
ernment, and  my  guess  is  that  Price  Waterhouse  as  a  company 
would  certainly  want  to  protect  their  future  interests  with  respect 
to  contracting  with  the  Federal  Government.  I  would  think  the 
Federal  Government  has  enormous  leverage  with  a  company  like 
Price  Waterhouse,  so  I  am  trying  to  understand. 

If  there  was,  in  fact,  was  a  renegotiation,  will  we  find  out  that 
the  renegotiation  brought  this  down  to  the  point  where  we  are  pay- 
ing 17  cents  a  copy,  which  seems  very  high  to  me,  but  nonetheless 
which  you  say  is  competitive?  Or  will  we  find  out  this  was  renegoti- 
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ated  so  that  we  are  still,  in  effect,  paying  much  higher  costs  for  a 
simple  process  of  copying  than  we  should  pay?  If  we  are  left  in  a 
position  of  still  paying  higher  costs,  the  question  is  why.  Why 
would  the  taxpayers  not  expect  this  to  be  renegotiated  back  to  a 
competitive  level? 

Mr.  Adair.  That  is  a  good  question  and  I  think 

Senator  Dorgan.  What  do  you  expect  to  find  when  you  submit 
the  information  to  us? 

Mr.  Adair.  I  expect  that  it  won't  be — it  will  not  have  been  re- 
negotiated to  11.5  cents. 

Senator  Dorgan.  Or  17  cents? 

Mr.  Adair.  Or  17. 

Senator  Dorgan.  And  it  will  not  because  you  think  that  Price 
Waterhouse  contractually  has  the  RTC  over  a  barrel? 

Mr.  Adair.  Yes. 

Senator  DORGAN.  And  the  RTC  wouldn't  have  the  moxey  to  use 
the  leverage  it  has  as  a  Federal  agency? 

Mr.  Adair.  Well,  I  think  they  have  used  as  much  pressure  as 
they  possibly  could  exert  here. 

Senator  DORGAN.  I  see.  This  is  sort  of  probably  the  tip  of  the  ice- 
berg of  a  lot  of  things  that  go  on  in  an  agency  this  big  that  is  trying 
to  do  a  job  this  big  in  a  short  time.  But  my  hope  is  that,  when  one 
finds  circumstances  like  this  that  so  exceed  the  norm  and  anger  the 
taxpayers  because  they  know  it  is  spending  money  that  just  is  ex- 
cessive, there  would  be  a  way  to  say:  Wait,  let  us  stop  this  right 
now.  We  will  stop  it  immediately  and  we  will  see  if  there  are  con- 
tractual damages.  We  will  see  if  somebody  wants  to  press  contrac- 
tual damages  on  what  clearly  are  excessive  charges. 

What  I  am  hearing  from  you  is  that  last  October  you  sent  infor- 
mation to  the  head  of  the  RTC  last  December  and  last  February 
negotiations  began.  There  is  now  a  new  contract.  What  I  am  hear- 
ing from  you  is  that  this  new  contract  probably  still  doesn't  have 
the  American  taxpayers  paying  reasonable  copy  charges. 

Mr.  Adair.  Part  of  the  problem,  I  guess,  in  reacting  to  what  I 
said  to  top  management  to  RTC  was  there  was  no  cancellation  pro- 
vision in  the  contract.  So  I  think  initially  they  thought  they  were 
perhaps  trapped  into  this,  although  now,  with  the  publicity  in  the 
Washington  Post  and  what  has  transpired.  Price  Waterhouse  obvi- 
ously is  more  willing  to  negotiate  with  the  RTC  on  this.  But,  still, 
I  think  we  are  paying  an  excessive  amount  because  Xerox — let  us 
face  it,  they  would  be  making  a  profit  at  17  cents,  so  anything  be- 
yond that  is  kind  of  reasonable. 

Senator  DoRGAN.  Yes,  but  don't  you  think — I  mean,  you  say 
there  is  no  cancellation  provision  in  the  contract.  I  am  talking 
about  people  who  run  an  agency  and  spend  the  teixpayers'  money. 
The  Federal  guidelines  say  that  in  this  contract,  where  there  is  no 
risk,  2  percent  would  be  a  reasonable  mark-up  and  Price 
Waterhouse  charged  a  345-percent  mark-up.  Don't  you  think  Price 
Waterhouse  would  reasonably  say  well,  wait  a  second,  there  may 
technically  be  no  cancellation  provision  in  the  contract,  but  let  us 
see  if  we  want  to  sue  the  RTC  and  discuss  this  in  the  National 
press? 

I  mean,  I  am  just  wondering  why  there  is  no  aggressiveness  on 
the  part  of  the  RTC.  I  mean,  what  I  sense  here  from  your  discus- 
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sion  is  there  is  no  feeling  inside  the  people  in  the  RTC  to  say  let 
us  do  this  right.  Let  us  fix  this  problem.  Let  us  put  the  taxpayers 
in  a  situation  where  they  are  at  least  getting  their  money's  worth. 
Is  that  the  problem  you  were  sensing  from  October  to  February? 

Mr.  Adair.  I  think  there  is  a  great  sense  of  urgency  to  go  out  of 
business  at  the  RTC,  with  quite  less  consideration  about  what  it 
will  cost. 

Senator  DORGAN.  They  are  going  to  go  out  of  business  much 
quicker  than  they  think  if  we  keep  hearing  these  kinds  of  things. 
Well,  I  appreciate  your  testimony,  Mr.  Adair.  That  is  all  the  ques- 
tions I  have,  Mr.  Chairman. 

Senator  LiEBERMAN.  Thank  you,  Senator  Dorgan.  I  don't  have 
any  further  questions.  Mr.  Adair,  Mr.  Switzer  and  Ms.  Vander 
Vennet,  I  thank  you  very  much  not  only  for  your  testimony  today, 
but  for  all  that  you  did  to  bring  this  case  to  the  public  attention. 
I  would  appreciate  it,  if  you  have  the  time,  if  you  stay  around  for 
the  next  panel  which  includes  Mr.  Casey  and  the  RTC  executives. 

Mr.  Adair.  I  have  a  slight  problem  with  that.  My  wife  has  been 
scheduled  for  surgery  today  and 

Senator  LiEBERMAN.  Oh,  go  right  ahead.  I  am  sorry  to  hear  that, 
and  if  Mr.  Switzer  and  Ms.  Vander  Vennet  have  the  ability  to  stay, 
that  would  be  great.  We  are  going  to  keep  the  record  of  the  hearing 
open  for  a  couple  of  weeks  so  that  you  will  be  free,  if  you  wish,  to 
respond  to  anything  that  is  said  on  the  second  panel. 

Mr.  Adair.  Thank  you,  sir. 

Senator  LiEBERMAN.  Thank  you  all. 

We  will  now  call  the  Honorable  Albert  Casey,  President  and 
Chief  Executive  Officer  of  the  Resolution  Trust  Corporation,  who  I 
gather  will  be  accompanied  by  Mr.  William  H.  Roelle,  Senior  Vice 
President  and  Chief  Financial  Officer;  Mr.  J.  Paul  Ramey,  Vice 
President,  Division  of  Resolutions;  Ms.  Ann  Hewitt,  Assistant  Di- 
rector and  Financial  Instruments  Coordinator;  Ms.  Karen 
Syzmanski,  Asset  Valuation  Review  Contract  Coordinator;  and  Mr. 
Gordon  Diachenko,  Senior  Asset  Marketing  Specialist. 

Mr.  Casey,  you  are  welcome  to  bring  any  or  all  of  those  folks  to 
the  table  with  you. 

Mr.  Casey.  Thank  you,  Mr.  Chairman.  I  will  bring  Mr.  Roelle — 
I  think  I  have  got  half  the  staff  here. 

Senator  Lieberman.  Mr.  Casey,  if  you  would,  and  others  at  the 
table,  I  would  ask  you  to  stand  just  to  take  the  oath.  If  you  would 
please  raise  your  right  hand,  do  you  swear  that  the  testimony  that 
you  are  about  to  give  is  the  truth,  the  whole  truth  and  nothing  but 
the  truth,  so  help  you  God? 

Mr.  Casey.  I  do. 

Mr.  Roelle.  I  do. 

Mr.  Ramey.  I  do. 

Mr.  Geer.  I  do. 

Mr.  TiERNEY.  I  do. 

Senator  LiEBERMAN.  Thank  you  very  much.  Please  be  seated.  Mr. 
Casey,  we  welcome  you  under  adverse  circumstances,  obviously, 
but,  in  the  interests  of  fairness,  we  look  forward  to  your  testimony. 
We  also  indicated  to  you  that  we  hoped  you  would  keep  your  re- 
marks to  10  minutes,  but  don't  feel  constrained  by  that  limit  if  you 
have  other  things  you  want  to  say  when  the  red  light  goes  on. 
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TESTIMONY  OF  ALBERT  V.  CASEY,i  PRESmENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  RESOLUTION  TRUST  CORPORATION;  AC- 
COMPANIED BY  WILLIAM  H.  ROELLE,  SENIOR  VICE  PRESI- 
DENT AND  CHIEF  FINANCIAL  OFFICER,  DIVISION  OF  INSTI- 
TUTIONS, OPERATIONS  AND  SALES;  J.  PAUL  RAMEY,  VICE 
PRESIDENT,  DIVISION  OF  RESOLUTIONS;  DENNIS  GEER, 
VICE  PRESIDENT,  DIVISION  OF  ADMINISTRATION  AND  COR- 
PORATE RELATIONS;  AND  JOHN  TIERNEY,  SENIOR  CON- 
TRACTING OFFICER 

Mr.  Casey,  Well,  I  am  obviously  concerned  about  all  these  reck- 
less and  negligent  charges.  They  are  not  documented,  and  I  will 
treat  that  subject.  I  would  like  to  introduce — this  is  Mr.  Paul 
Ramey,  on  the  right;  Mr.  Bill  Roelle;  Dennis  Geer;  John  Tiemey. 

Good  morning,  Mr.  Chairman,  members  of  the  Subcommittee, 
wherever  you  are. 

Senator  LiEBERMAN.  At  least  one  will  be  back. 

Mr.  Casey.  I  welcome  the  opportxinity  to  appear  today  to  address 
the  various  contracts  entered  into  by  ETC  as  it  has  attempted  to 
resolve  HomeFed,  San  Diego,  California.  As  requested,  I  am  accom- 
panied by  Bill  Roelle,  Paul  Ramey,  Ann  Hewitt,  Gordon  Diachenko 
and  Karen  Syzmanski.  In  addition,  senior  RTC  contracting  officers 
are  present  to  answer  any  questions  you  may  have  on  the  subject. 

At  the  beginning,  I  wish  to  say  that  the  work  done  by  Price 
Waterhouse  with  respect  to  HomeFed — now,  this  is  most  impor- 
tant— has  paid  the  U.S.  taxpayers  handsome  dividends,  and  we 
will  go  into  that  later.  Originally,  it  was  our  intention  to  sell  all 
of  HomeFed,  both  its  deposits  and  its  assets,  at  the  same  time. 
While  we  were  not  able  to  do  so  because  of  a  lack  of  Congressional 
funding  for  the  RTC,  we  have  been  able  to  sell  in  a  timely  fashion 
almost  two-thirds  of  the  institution  assets,  or  $8  billion  in  securi- 
ties, real  estate  and  loans.  We  are  continuing  to  sell  the  remaining 
assets  and  expect  to  sell  them  over  the  next  6  months. 

Thus,  because  of  the  work  of  Price  Waterhouse  and  other  con- 
tractors, we  had  the  due  diligence  and  related  work  necessary  com- 
pleted to  sell  these  assets  quickly.  As  a  result,  the  holding  costs 
and  asset  deterioration  were  drsimatically  reduced.  This  was  not 
brought  up  by  the  previous  panel  at  all.  We  saved  hundreds  of  mil- 
lions of  dollars. 

Senator  Lieberman.  You  are  saying  because  of  the  speed  with 
which  this  was  done? 

Mr.  Casey.  Yes.  We  saved  the  management  costs,  the  time  costs, 
the  whole  thing. 

Senator  Lieberman.  We  will  come  back  to  that.  1 

Mr.  Casey.  We  will.  As  a  result,  holding  costs  and  asset  deterio- 
ration were  dramatically  reduced,  providing  the  taxpayer  with 
higher  net  return  than  if  we  had  waited  for  funding  before  begin- 
ning the  due  diligence  process.  We  dove  right  into  it  and  did  it  at 
once. 

Senator  Lieberman.  Just  let  me  ask  you — I  apologize  for  inter- 
vening— a  point  of  clarification. 

Mr.  Casey.  That  is  all  right. 


^The  prepared  statement  of  Mr.  Casey  appears  on  page  63. 
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Senator  Lieberman.  When  you  said  if  we  waited  for  funding — 
are  you  going  back  to  Congressional  funding? 

Mr.  Casey.  Yes. 

Senator  Lieberman.  OK. 

Mr.  Casey.  Yes,  I  am. 

Senator  Lieberman.  Unrelated  to  this  particular  contract  in  that 
sense? 

Mr.  Casey.  With  respect  to  the  resolution  of  HomeFed. 

Senator  Lieberman.  Right. 

Mr.  Casey.  Before  I  begin  detailing  the  genesis  of  the  Price 
Waterhouse  contract  and  how  it  fit  into  our  overall  approach  of 
dealing  with  HomeFed  and  how  the  contract  was  awarded  and 
monitored,  I  should  like  to  assure  you  that  the  RTC  recognizes  the 
importance  of  contracting.  We  are  greatly  concerned  about  the 
problems  exposed  by  our  Western  Storm  affair  which  the  full  Gov- 
ernmental Affairs  Committee  examined.  As  you  referred  to,  they 
examined  it  last  spring. 

Many  improvements  and  contracting  safeguards  have  been  estab- 
lished, including — well,  for  example,  we  have  provided  for  the  es- 
tablishment of  a  Washington  contract  unit  to  assist  in  monitoring 
contract  operations  in  our  six  major  field  offices,  one  of  the  most 
aggressive  systems  in  the  Federal  Government  for  identifying  fraud 
by  contractors,  a  competition  advocacy  program,  and  an  active  pro- 
gram of  post-award  audits  and  reviews  which  provide  independent 
reviews  to  ensure  that  the  contractor  is  performing  satisfactorily 
and  has  an  adequate  internal  control  environment  and  is  only  bill- 
ing RTC  for  work  properly  done  under  the  contract. 

Now,  as  to  the  particulars  of  HomeFed,  with  $12  billion  in  as- 
sets, I  wish  to  call  to  your  attention  the  fact  that  HomeFed  is  the 
largest  institution  that  RTC  has  been  asked  to  handle  to  date.  In 
February  of  1992,  5  months  before  HomeFed  was  placed  under 
RTC  conservatorship,  the  Office  of  Thrift  Supervision  and  the  RTC 
began  discussions  about  resolving  HomeFed  through  the  acceler- 
ated resolution  program,  commonly  called  ARP. 

The  ARP  is  a  program  that  has  been  developed  jointly  by  RTC 
and  OTS  to  resolve  institutions  without  putting  them  under  RTC 
conservatorship,  thus  avoiding  any  franchise  deterioration  that 
usually  takes  place  during  conservatorship.  For  similar  reasons,  it 
was  also  decided  to  market  HomeFed's  deposit  franchise  and  asset 
base  simultaneously,  a  program  that  RTC  calls  Coordinated  Insti- 
tution Marketing,  or  CIM,  thus  avoiding  asset  deterioration.  This 
was  very  unusual  treatment. 

In  order  to  accomplish  this,  it  was  necessary  to  do  extensive  due 
diligence  on  all  of  HomeFed's  assets  in  order  to  give  potential  in- 
vestors sufficient  information  to  bid  on  the  assets  and  to  give  the 
RTC  the  information  it  needed  to  evaluate  bids  and  to  issue  the 
representation  warranties  that  are  standard  in  the  marketplace. 
Given  the  size  and  complexity  of  HomeFed's  asset  base,  it  was  nec- 
essary to  hire  several  due  diligence  firms.  This  wasn't  brought  out 
at  all  by  the  Inspector  General. 

In  addition,  it  was  necessary  to  hire  a  firm  to  coordinate  and  ad- 
minister the  various  due  diligence  contractors  and  to  value  any  as- 
sets that  were  not  valued  by  the  due  diligence  contractors,  and  this 
contractor  became  known  as  the  management  continuity  contrac- 
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tor.  Through  a  competitive  process,  again  not  referred  to  at  all, 
Price  Waterhouse  was  eventually  chosen  as  the  m£inagement  and 
continuity  contractor. 

It  is  important  to  note  that  while  Price  Waterhouse's  role  was  to 
include  some  photocopying,  primarily  for  a  war  room  where  poten- 
tial investors  could  examine  documents,  this  was  not  a  photocopy 
contract.  The  primary  purpose  of  the  contract  was  to  coordinate  the 
activities  of  the  due  diligence  contractors.  Why  this  wasn't  men- 
tioned or  brought  out,  I  don't  understand. 

As  originally  envisioned,  the  Price  Waterhouse  contract  was  esti- 
mated to  cost  $5  million,  and  since  we  believed  we  had  the  knowl- 
edge of  all  the  pertinent  facts,  an  upper  limit  was  not  placed  on 
the  contract.  I  wish  we  had,  but  we  didii't  feel  it  was  necessary. 

Senator  Lieberman.  Forgive  me  again  for  interrupting.  Explain 
that  a  little  bit  more  because  that  is  central  to  some  of  the  things 
that  were  said. 

Mr.  Casey.  Once  you  have  got  £dl  the  facts  in  on  a  contract  and 
you  have  priced  it  out — and  we  did;  we  knew  it  was  going  to  come 
in  under  $4  to  $5  million  and  we  had  sufficient  authority  to  do  it 
in  that  fashion.  We  didn't  put  the  upper  limit  cap  on.  We  should 
have.  I  wish  we  had. 

Senator  Lieberman.  That  was  my  next  question. 

Mr.  Casey.  Well,  we  have  a  lot  of  contracts  you  don't  put  an 
upper  limit  cap  on.  Most  contracts  of  this  size  are  probably 
$30,000. 

Senator  LIEBERMAN.  Right. 

Mr.  Casey.  And  we  don't  want  to  put  a  $30,000  limit  on  it  and 
then  we  need  another  $10,000  to  finish  it. 

Senator  Lieberman.  Yes,  but  this,  by  definition,  by  what  you 
have  just  said,  was  an  unusual  one. 

Mr.  Casey.  It  was,  and  we  should  have  put  it 

Senator  Lieberman.  You  should  have  put  it 

Mr.  Casey.  I  wish  we  had. 

Senator  Lieberman.  Yes. 

Mr.  Casey.  I  am  trying  to  tell  you  why  it  wasn't  done.  This  type 
of  contract  normally  is  minute.  The  average  of  this  type  of  continu- 
ity contract  is  about  a  $30,000  contract. 

Senator  Lieberman.  Well,  I  don't  want  to  take  you  off  your  track, 
but  that  gets  to  one  of  the  other  points  that  I  think  is  being  made 
here,  which  is  that  this  was  the  wrong  process  for  going  at  this  re- 
lationship with  Price  Waterhouse. 

Mr.  Casey.  The  process  was  all  right.  It  is  the  magnitude  that 
blew  it. 

Senator  Lieberman.  That  is  what  I  mean.  Because  it  was  so  big, 
this  should  have  been 

Mr.  Casey.  Yes. 

Senator  Lieberman.  And  you  agree  with  that? 

Mr.  Casey.  Yes. 

Senator  Lieberman.  Looking  back  at  it,  you  think  it  should  have 
been  not  one  of  these  task  order  agreements,  but  a 

Mr.  Casey.  No.  The  task  order  agreement  was  appropriate  be- 
cause it  covered  the  functions  to  be  performed. 

Senator  Lieberman.  Right. 
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Mr.  Casey.  But  because  of  the  size,  we  should  have  brought  in 
other  features  of  the  other  ones.  Through  a  competitive  process, 
Price  Waterhouse  was  named  as  the  continuity  contractor.  I  guess 
I  covered  all  that. 

At  the  time  Price  Waterhouse  was  selected  as  the  management 
continuity  contractor  in  May  of  1992,  still  2  months  before 
HomeFed  was  put  under  RTC  control,  it  was  not  known  to  either 
the  RTC  or  to  Price  Waterhouse  that  there  was  an  outst£uiding 
Federal  grand  jury  subpoena.  That  is  why  it  wasn't  referred  to  in 
the  development  of  the  contract  because  we  didn't  know  about  it. 

While  the  RTC  has  encountered  Justice  Department  subpoenas 
in  the  past,  this  is  the  only  time,  the  first  time,  that  we  have  been 
required  to  produce  this  volume  of  documents  to  the  Justice  De- 
partment under  subpoena.  And  more  importantly,  the  HomeFed 
subpoena  applied  to  substantially  all  the  books  and  records  of  the 
institution  as  well. 

You  have  to  understand  we  need  the  originals  of  the  records.  We 
need  the  actual  securities,  we  need  the  loan  agreements  because 
we  are  going  to  sell  those  as  assets.  Therefore,  the  Department  of 
Justice  needed  good,  absolutely  accurate  records  to  pursue  its 
grand  jury  action. 

In  order  for  the  RTC — none  of  these  were  referred  to  at  all.  I 
don't  understand  the  testimony  that  we  have  been  listening  to.  In 
order  for  the  RTC  to  avoid  producing  the  original  documents,  such 
as  promissory  notes,  mortgages,  certificates  of  deposit,  loan  agree- 
ments, and  therefore  delaying  the  asset  sales,  because  the  Depart- 
ment of  Justice  would  sit  on  those  things  perhaps  for  years — I  have 
got  a  bunch  of  documents  that  the  Department  of  Justice  took  from 
me  in  1983  and  they  have  still  got  them,  and  we  still  ask  for  them 
and  they  say  they  are  going  to  produce  them. 

The  U.S.  Attorney  agreed  to  accept  copies,  but  these  had  to  be 
absolutely  accurate  and  checked  and  rechecked.  In  order  to  permit 
the  use  of  copies  as  evidence,  meeting  the  technical  requirements 
of  the  Federal  Rules  of  Evidence,  maintaining  the  chain  of  custody 
and  providing  complete,  high-quEiHty  and  orderly  copies,  certeiin  ex- 
traordinary measures  were  required  in  the  copying  process. 

HomeFed  and  the  contractor  selected  for  copying  had  to  maintain 
a  document  control  log.  Copying  had  to  be  supervised  by  HomeFed 
employees  with  knowledge  of  the  books  and  records  of  the  institu- 
tion. Each  copy  had  to  be  compared  with  the  original.  Each  copy 
had  to  be  certified  by  the  supervising  HomeFed  employee.  The  doc- 
uments had  to  be  maintained  in  the  same  order  in  which  they  were 
kept  in  HomeFed's  files. 

With  me  at  the  table,  I  hope  I  have  got  the  right  book,  is  a  proce- 
dures manual  that  we  had  to  compile  to  govern  the  document  man- 
agement at  HomeFed.  Sections  of  this  manual  that  show  just  some 
of  the  requirements  imposed  by  the  Justice  Department  are  at- 
tached to  my  written  testimony,  Exhibits  B  through  D,  and  I  urge 
you  to  look  at  them  just  to  get  some  feel  for  the  complexity  that 
was  required. 

This  resulted  in  a  significantly  more  complex  and  broader  scope 
of  work  than  was  originally  anticipated.  HomeFed's  business 
records  could  not  simply  be  bundled  up  and  delivered  to  a  copying 
service.  RTC  was  obligated  to  hire  a  reliable  firm  experienced  in 
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handling  valuable  documents  and  in  maint£dning  complete  records 
for  evidentiary  purposes.  Price  Waterhouse  met  the  needs  of  the 
RTC  and  the  Department  of  Justice. 

Now,  many  questions  have  arisen  with  respect  to  the  allegation 
of  67  cents  per  page  photocopying  charge.  The  67  cents  includes 
five  components — preparation,  copying,  reassembly,  quality  control 
and  quality  assurance.  While,  to  a  certain  extent,  all  these  factors 
are  required  in  any  copying  contract,  the  requirements  imposed  by 
the  Justice  Department  went  way  beyond  normal  industry  stand- 
ards. 

I  would  like  to  submit  for  the  record  this  analysis  of  ordinary 
copying.  This  is  ordinary  copying  and  this  is  the  HomeFed  copying. 
I  think  it  has  been  distributed. 

Senator  Lieberman.  We  accept  that  for  the  record.  ^ 

Mr.  Casey.  Thank  you  very  much. 

As  is  clear  fi-om  this  angdysis  comparing  the  cost  of  cop)dng 
HomeFed  documents  to  an  orinary  copying  contract  is  a  little  like 
comparing  the  cost  of  a  commercial  airline  ticket  to  the  price  of  a 
space  shuttle  flight.  After  all,  they  both  involve  flying. 

To  complete  the  story  of  HomeFed,  ultimately  it  was  not  resolved 
under  the  ARP.  The  RTC  did  not  receive  additional  funding,  as  we 
had  hoped,  and  in  July  OTS  placed  HomeFed  under  RTC 
conservatorship.  As  I  mentioned  earlier,  we  have  proceeded  with 
asset  sales  and,  to  date,  have  sold  approximately  $8  bilUon  of  book 
value,  or  roughly  two- thirds. 

All  this  is  not  to  say  that  no  mistakes  were  made  with  respect 
to  the  Price  Waterhouse  contract.  Clearly,  some  mistakes  were 
made.  In  hindsight,  given  the  expanded  volume  of  work  required 
of  Price  Waterhouse,  it  would  have  been  wise  to  renegotiate  the 
terms  at  the  time  the  scope  of  the  contract  was  expanded. 

Senator  Lieberman.  In  other  words,  at  the  time  that  the  Depart- 
ment of  Justice  subpoena  came  in? 

Mr.  Casey.  The  subpoena  was  already  there,  but  we  didn't  know 
about  it.  When  we  found  about  it 

Senator  Lieberman.  Which  was  after  the  agreement  was  signed? 

Mr.  Casey.  And  the  contract  had  been  let  with  Price  Waterhouse. 

Senator  Lieberman.  So,  looking  back,  you  feel  that  you  should 
have  renegotiated  at  that  point? 

Mr.  Casey.  Yes. 

Senator  Lieberman.  I  agree. 

Mr.  Casey.  It  would  have  been  wise  to  renegotiate  the  terms  at 
that  time.  In  addition,  it  is  clear  that  the  contract  should  have  had 
a  "not  to  exceed"  clause  in  it  that  would  have  set  a  hmit  on  expend- 
itures under  the  contract.  This  would  have  triggered  further  review 
when  this  limit  was  reached  and  an  affirmative  decision  to  spend 
more  funds  would  have  had  to  be  made  in  order  to  proceed  further. 
Our  contract  procedures  require  such  clauses. 

Moreover,  it  appears  that  the  statement  of  work  for  this  task 
order  was  broader  than  it  should  have  been  under  the  task  order 
agreement,  and  that  our  delegations  of  authority  did  require  that 
this  task  order  be  issued  through  the  Contracting  Office. 


^See  page  114. 
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Upon  receiving  written  notice  in  late  December  of  the  IG's  con- 
cern over  the  Price  Waterhouse  contract — and  I  will  certainly  dis- 
cuss everything  Mr.  Adair  had  to  say  in  the  question  period — im- 
mediate steps  were  taken.  In  January,  not  February — in  January, 
we  sat  down  with  Price  Waterhouse  to  renegotiate  the  contract  in 
light  of  the  dramatic  increase  in  services  required  since  the  con- 
tract was  first  put  in  place. 

While  the  IG  suggested  that  we  revise  the  contract  prospectively 
and  focus  on  temporary  employees,  we  focused  our  renegotiation  on 
both  past  and  prospective  fees  and  all  classes  of  employees.  I  am 
pleased  to  inform  you  that  we  got  $4  million  off.  That  would  lower 
the  price  about  30  cents  if  you  want  to  use  the 

Senator  LlEBERMAN.  OK,  so  the  renegotiation  which  was  con- 
cluded in  the  last  couple  of  days — at  least  we  became  aware  of  it — 
would  reduce  the  67  to  30  cents  if  you  accept  the  67? 

Mr.  Casey.  No,  no.  It  would  reduce  it  by  about  30  cents. 

Senator  Lieberman.  By  30  cents? 

Mr.  Casey.  Yes,  30,  35  cents,  in  there,  and  it  will  save  $4  mil- 
lion. In  addition,  however,  we  have  taken  steps  to  make  sure  these 
anomalies  will  not  occur  again.  We  have  made  it  clear  to  the  pro- 
gram offices  that  contracts,  including  task  orders,  must  be  executed 
by  contract  officers  from  the  Office  of  Contracts  unless  the  delega- 
tions of  authority  specifically  permit  otherwise  when  the  loan  or 
process  is  approved. 

However,  Mr.  Chairman,  I  want  to  assure  you  this  is  not  a  con- 
tract run  amok.  As  required  by  the  RTC,  within  30  days  of  begin- 
ning work,  the  contractor  provided  RTC  its  first  projected  final 
cost.  By  this  time,  the  Justice  requirements  were  known  and  the 
estimate  was  $21.6  million  to  $23.1  million. 

In  addition,  RTC  supervision  of  this  project  was  extensive,  not 
referred  to  at  all  by  the  Inspector  General.  Project  management  in- 
cluded regularly  scheduled  written  reports  and  meetings,  including 
but  not  limited  to  weekly  reports  submitted  by  each  financial  ad- 
viser, weekly  conference  calls  with  RTC  project  management  and 
financial  advisers,  weekly  meetings  with  HomeFed  asset  managers 
and  financial  advisers,  biweekly  meetings  with  the  OTS  and  on-site 
examiners,  daily  meetings  with  all  due  diligence  contractors  and 
on-site  management  representatives.  Periodic  meetings  were  sched- 
uled as  necessary  with  the  appropriate  contractors.  An  example,  a 
copy  of  the  daily  report  for  July,  is  attached  to  my  written  testi- 
mony as  Exhibit  E. 

Now,  let  me  refer  to  the  Inspector  General's  testimony.  Before  I 
conclude,  I  should  like  to  address  some  of  the  specific  allegations 
in  the  IG's  report.  These  were  given  to  me  yesterday.  The  IG  gave 
that  to  the  oversight  board.  One  set  of  documents  arrived  at  9:30 
last  night,  so  I  have  not  had  time  to  give  the  carefiil  review  that 
I  should  like  to. 

Clearly,  as  I  have  stated,  some  mistakes  were  made,  and  the  IG 
is  right  to  point  them  out.  That  is  why  we  have  an  Inspector  Gen- 
eral. However,  there  are  some  allegations  that  have  been  made  by 
the  IG  in  his  written  statement  that  are  not  true  and  I  can't  let 
them  go  unanswered. 

First,  the  IG  states,  essentially,  RTC's  management,  in  conjunc- 
tion with  OTS,  set  a  deadline  to  resolve  HomeFed  without  properly 
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planning  for  what  lay  ahead.  I  have  got  them  here  some  place.  Let 
me  show  you  the  planning  that  was  done.  Here  they  Eire. 

Senator  Lieberman.  Could  you  repeat  again  which  document  it 
is  you  are  looking  for? 

Mr.  Casey.  A  feasibility  study — this  is  the  action  plan.  Where  is 
the  feasibility  study? 

Mr.  ROELLE.  It  is  attached. 

Mr.  Casey.  So  don't  tell  me  we  haven't  done  the  job.  Here  is  the 
action  plan.  So  we  have  got  them  right  here  and  I  will  attach  them 
to  the  record.  He  said  we  did  not  properly  plan  for  what  lay  ahead. 
We  did  properly  plan  aind  here  is  the  documented  evidence.  I  don't 
know  why  he  di(hi't  ask  for  it.  And  then  we  did  a  feasibility  study 
on  May  4th.  This  was  done  on  April  1.  I  have  got  the  feasibility — 
here  it  is;  here  is  the  feasibility  study.  Don't  say  that  we  didn't  do 
the  job.  We  did  the  job. 

Second,  the  IG's  statement  states  that,  quote,  "Senior  manage- 
ment's sales-driven  focus  dictated  the  pace  and  actions  that  fol- 
lowed. The  deadline  became  RTC's  goal."  The  deadline  was  critical 
and  very  important.  I  will  go  into  that  later  or  I  will  have  Mr. 
Roelle  cover  it.  We  had  to  have  that. 

The  goal  was  to  resolve  HomeFed  and  sell  its  assets  as  efficiently 
as  possible.  While,  as  I  have  already  stated,  some  mistakes  were 
made,  they  were  honest  mistakes  and  none  of  them  were  related 
to  the  deadlines.  That  is  perfectly  ridiculous  to  say  that  we  were 
deadline-driven. 

Third,  the  IG's  statement,  quote,  "The  RTC's  interests  were  not 
protected"  and  that  the  contract  signed  by  RTC  was  a  page-and-a- 
half — it  was  not  a  page-and-a-half.  He  completely  ignored  the  fact 
that  the  page-and-a-half  document  includes  the  task  order  issued 
under  a  35-page  master  contract  which  provided  the  protections  he 
alleges  are  missing.  Now,  why  that  wasn't  referred  to  I  don't  know. 
We  have  got  it  and  it  was  done.  It  was  not  a  page-and-a-half  con- 
tract. 

In  addition,  he  completely  ignored  the  careful  supervision  we  had 
under  the  contract.  I  am  sorry  you  missed  it,  Senator,  and  I  hope 
you  will  read  it. 

Senator  Dorgan.  I  have  read  your  testimony,  Mr.  Casey. 

Mr.  Casey.  Good.  Thank  you. 

Fourth,  the  IG's  statement  claims  millions  have  been  wasted. 
The  IG  never  once  analyzed  the  savings  to  the  taxpayer  in  the 
holding  costs  and  avoided  asset  deterioration  from  selling 
HomeFed's  assets  in  a  timely  fashion.  It  was  never  asked  for;  he 
never  asked  us  a  thing  about  it.  Thanks  to  the  work  of  FS^ce 
Waterhouse  and  the  due  diligence  contractors  hired  by  RTC,  we 
were  able  to  move  quickly  to  sell  the  assets.  How  the  IG  could  con- 
clude that  millions  have  been  wasted  by  examining  only  the  cost 
side  £ind  not  the  revenue  side — I  have  never  heard  of  such  a  re- 
view. 

Fifth,  the  IG's  statement  claims  we  did  not  act  on  its  rec- 
ommendation made  on  December  21,  1992  that  we  renegotiate  the 
Price  Waterhouse  contract  until  February  5,  1993.  That  is  not  true. 
I  told  you,  early  in  January  we  started  this  thing.  I  don't  know 
where  those  dates  come  from. 
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Sixth,  the  IG's  statement  claims  that,  quote,  "The  RTC's  efforts 
have  fallen  short  of  what  is  necessary  to  prevent  unnecessary  situ- 
ations, wasteful  spending,  from  occurring,"  and  points  out,  in  par- 
ticular, that,  quote,  "In  the  case  of  Western  Storm,  our  report  was 
issued  in  March  1992,  but  four  recommendations  remain  unre- 
solved." That  is  not  true. 

Lest  the  Committee  be  left  with  the  erroneous  impression  that 
we  have  not  responded  to  the  IG  on  these  issues,  we  have  re- 
sponded. These  are  areas  where  we  have  an  honest  difference  of 
opinion.  There  has  been  and  continues  to  be  ongoing  dialogue  with 
the  IG,  but  don't  say  we  overlooked  them  and  didn't  report  them. 

Finally,  I  should  like  to  end  by  saying  how  disappointed  I  am 
with  the  way  this  matter  has  been  handled  by  the  IG's  office.  As 
is  their  proper  role,  they  have  been  investigating  alleged  wrong- 
doing, and  when  they  had  preliminary  evidence  of  impropriety  they 
came  to  me  with  their  concerns.  The  audit  is  not  complete.  No  re- 
port has  been  issued.  I  haven't  even  received  a  draft  report. 

Normal  IG  procedures  call  for  it  to  issue  a  draft  report  and  for 
us  to  comment  on  it.  Then  these  comments  are  incorporated  in  the 
final  report.  Had  the  IG's  office  followed  its  own  procedures— they 
say,  well,  we  don't  follow  our  procedures;  he  sure  as  heck  doesn't 
follow  his  procedures.  If  he  had  followed  his  own  procedures,  the 
cause  of  accuracy,  to  say  the  least,  would  have  been  greatly  ad- 
v£inced. 

In  particular,  we  would  have  had  an  opportunity  to  explain  to 
the  IG  why  its  headline-grabbing  67-cents-per-page  copying  cost 
was  way  off  the  mark.  I  only  hope  the  IG's  office  will  take  a  more 
measured  approach  in  the  future.  A  strong,  objective  IG  is  of  vital 
interest  to  the  RTC  and  the  taxpayer. 

I  hope  this  information  has  been  responsive  to  your  concerns.  I 
and  my  associates  stand  ready  to  provide  any  additional  informa- 
tion you  want.  I  went  over  the  time  and  I  apologize. 

Senator  LlEBERMAN.  Not  at  all;  it  is  your  right.  Thank  you,  Mr. 
Casey.  Listening  to  you,  let  me  offer  this  first  reaction.  You  have 
offered  a  spirited  defense  of  RTC's  actions  in  this  case.  On  the 
other  hand,  it  seems  to  me  that  you  have  acknowledged  that  some 
mistakes  were  made,  and  some  of  the  mistakes  are  directly,  in  my 
opinion,  the  reason  why  we  are  concerned  about  it  and  why  the  IG 
issued  its  statement,  which  is  to  say  there  should  have  been  a  ceil- 
ing in  the  initial  contract. 

Mr.  Casey.  I  agree. 

Senator  Lieberman.  The  contract,  in  fact,  should  have  been  re- 
negotiated after  the  Department  of  Justice  subpoena  became 
known  to  everyone.  So  part  of  the  question  that  we  are  asking  here 
is  why  did  this  happen.  Let  us  accept  as  a  given  that  Price 
Waterhouse  performed  ably  here;  that  is,  carried  out  its  functions 
ably,  and  that  allowed  you  to  go  ahead  and  sell  some  of  the  assets 
of  HomeFed  in  a  timely  way.  But  that  doesn't  excuse  them  or  RTC 
from  having  paid  too  much  for  the  services  that  Price  Waterhouse 
performed. 

I  mean,  let  me  start  with  this  part  of  it.  You  indicated  that  RTC 
pretty  much  knew  everything  about  the  contract,  and  that  was  the 
reason  why  you  did  not  place  a  ceiling  amount  on  the  contract  at 
that  point.  But  if  you  actually  knew  everything  about  what  the  con- 
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tract  entailed,  why  not  ask  for  a  fixed-price  bid  here  instead  of  es- 
sentially giving  Price  Waterhouse  an  open-ended  opportunity  to 
charge? 

Mr.  Casey.  We  should  have  done  that.  That  type  of  contract  typi- 
cally didn't  have — it  was  so  small.  As  I  explained,  we  used  a  facil- 
ity because  it  was  appropriate  for  the  job  to  be  done,  but  it  wasn't 
appropriate,  really,  because  it  was  such  a  large  contract. 

Senator  Lieberman.  Mr.  Roelle,  you  were  the  person  in  charge 
of  investigating  Western  Storm,  I  know  from  our  hearing  last  year, 
and  reporting  on  it  to  Mr.  Casey.  Therefore,  you  were  very  familiar 
with  the  way  in  which  task  order  contracts  like  the  ones  we  are 
involved  with  here  now  again  could  mushroom  into  multi-million- 
dollar  obligations.  Why  didn't  you  implement  some  of  the  simple 
measures  that  are  in  the  manual  that  you  have  now  issued,  the 
CPPM,  earher? 

Mr.  Roelle.  They  were  implemented.  Senator.  I  noticed  in  your 
statement  you  indicated  that  this  area  is  imder  my  supervision,  as 
is  the  Accounting  Department,  the  Investigations  Department,  the 
Conservatorship  Operations  Department,  and  the  Resolutions  De- 
partment. I  believe  you  will  find  that  our  contract  guidelines  are 
implemented  in  each  of  those  departments. 

What  hasn't  been  said  here  in  this  particular  case  is  one  that  is 
an  anomaly  in  the  RTC. 

Senator  Lieberman.  This  case  is  an  anomaly? 

Mr.  Casey.  Yes. 

Mr.  Roelle.  Yes,  and  I  will  tell  you  why.  i 

Senator  Lieberman.  Why? 

Mr.  Roelle.  It  may  take  a  few  seconds. 

Senator  Lieberman.  Go  right  ahead. 

Mr.  Roelle.  Historically,  the  resolutions  activity  had  a  delega- 
tion and  an  ability — and  I  beheve  Jack  Adair  mentioned  that,  that 
Mr.  Cook  had  given  some  verbal  dispensation  that  allowed  for 
these  contracts  under  the  AVR  program  to  be  issued  directly  by  the 
contracting  person  in  the  resolution  area. 

It  was  their  impression,  and  I  believe  Contracts  agrees,  that  that 
person  had  the  authority  and  continued  to  have  the  authority  to 
issue  task  orders.  What  happened  after  our  new  delegations  came 
out  is  that  we  would  have  been  subject  to  the  manual,  but  that  per- 
son within  the  resolution  area  woiild  have  continued  to  be  able  to 
issue  the  task  orders. 

What  happened,  without  any  of  us  being  aware  of  it,  was  that 
our  own  delegations  that  we  issued  probably  raised  a  question  of 
whether — even  though  Contracting  thought  and  agreed  that  this 
person  had  the  authority — our  own  delegations  that  we  put  in  place 
in  February  at  least  raises  the  question  of  whether,  even  though 
there  was  this  understanding  that  they  would  issue  these  task  or- 
ders, whether  they  really  could  or  not.  So  that  was  where  we  got 
a  confusion  between  whether  who  issued  the  task  order  could  or 
couldn't. 

Now,  as  far  as  everybody  else,  they  all 

Senator  Lieberman.  Let  me  just  interrupt  you. 

Mr.  Roelle.  That  is  the  only  anomaly  and  this  is  the  only  con- 
tract that  has  been  issued  that  turned  out  like  this. 
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Senator  Lieberman.  Well,  I  am  happy  to  hear  this  is  an  anomaly 
because  this  is  not  a  happy  situation. 

Mr.  ROELLE.  I  don't  think  it  is  either. 

Senator  Lieberman.  I  was  going  to  ask  you  why  it  took  until 
January  of  this  year  to  finally  make  clear  in  writing  that  the  asset 
valuation  resolution  program  personnel  do  not  have  authority  to 
execute  task  orders,  which  was  9  months  after  Western  Storm. 

Mr.  Roelle.  Well,  the  reason  is  that  we  and  Contracts  as  well 
thought  that  they  did  have  the  authority.  We  didn't  need  to  issue 
any  because  we  had  no  money  as  of  April,  so  we  absolutely  never 
got  around  to  issuing  any. 

Senator  LIEBERMAN.  You  are  aware,  as  the  IG  testified  earlier, 
that  Mr.  Cook  denied  in  his  interview  with  the  Inspector  General's 
staff  that  he  ever  made  an  oral  authorization  for  these  task  orders 
to  be  signed? 

Mr.  ROELLE.  Yes,  sir,  I  am  aware  of  that,  and  I  am  also  aware 
that  our  contracting  officer  had  the  conversation  with  Mr.  Cook, 
apparently,  and  Mr.  Cook  did  say  that  it  was  OK.  So  I  can't  explain 
the  differences.  I  only  know  what  the  IG  has  represented.  I  do  not 
know  what  Mr.  Cook  has  said. 

Senator  Lieberman.  Before  I  yield  on  this  round  to  Senator  Dor- 
gan,  let  me  just  ask,  Mr.  Casey,  do  you  agree — and  I  will  come 
back  to  the  Department  of  Justice,  but  do  you  agree,  particularly, 
I  suppose,  in  light  of  the  renegotiation  that  occurred,  that  the  67 
cents  a  copy  was  much  too  high? 

Mr.  Casey.  Yes.  Of  course,  we  didn't  know  it  was  going  to  be  67 
cents  when  we  waded  into  it.  It  is  too  high. 

Senator  Lieberman.  It  is  too  high? 

Mr.  Casey.  Sure,  and  then  we  went  and  we  sat  down  with  them 
and  they  gave  us  back  the  $4  million. 

Senator  Lieberman.  And  you  didn't  know  it  because  of  the  De- 
partment of  Justice  subpoena.  Is  that  what  you  are  saying? 

Mr.  Casey.  Yes,  yes. 

Senator  Lieberman.  I  presume  that  you  are  as  outraged  as  we 
are. 

Mr.  Casey.  Absolutely. 

Senator  Lieberman.  And  particularly  when  you  hear  that  they 
hired  temporary  employees  and  paid  $1.8  million  for  their  services 
and  then  billed  you  4.3,  I  mean  you  have  got  to  feel  like  you  were 
taken  there. 

Mr.  Casey.  It  was  abusive. 

Senator  Lieberman.  Yes. 

Mr.  Casey.  It  was  an  egregious  act  and  it  shouldn't  have  been 
done.  But  while  I  have  got  the  floor,  let  me  clear  up  Xerox  in  Hous- 
ton at  11  cents  and  17  cents. 

Senator  Lieberman.  OK.  I  want  to  ask  you  about  that  because 
when  I  asked  Mr.  Adair  the  apples-to-apples  question,  you  were 
shaking  your  head. 

Mr.  Casey.  No,  no. 

Senator  Lieberman.  Why  were  you  shaking  your  head? 

Mr.  Casey.  Because  Houston — it  is  a  totally  different  thing.  They 
shipped  a  number  of  boxes,  and  I  have  got  it  written  here.  Some 
252  boxes  were  shipped  by  mistake  from  San  Diego  to  General 
Electric  Credit  in  Houston.  They  were  all  in  one  room,  in  one  loca- 
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tion.  It  was  a  much  easier  job.  There  was  no  transportation  at  all. 
The  per-page  cost  could  be  up  to — well,  let  me  explain. 

This  contract  is  different  from  the  Price  Waterhouse  contract  in 
the  following  ways.  First,  the  files  are  at  a  single  location  and  the 
copying  is  performed  at  a  single  location,  eliminating  the  need  for 
transport  and  some  of  the  other  costs  that  are  related  to  that. 

Second,  this  work  is  expected  to  take  30  days  for  production  of 
21,000  documents  per  day.  My  God,  as  a  comparison,  at  the  rate 
of  21,840  copies  per  day,  it  would  have  taken  476  days  to  make  the 
10  million  copies  that  Price  Waterhouse  produced  in  a  third  or  a 
quarter  of  that  time. 

Senator  Lieberman.  Yes,  but  presumably  Price  Waterhouse  was 
employing  a  lot  more  of  those  temporary  workers  to  do  it. 

Mr.  Casey.  Oh,  absolutely. 

Senator  LlEBERMAN.  Wasn't  it  basically  the  same  function,  page 
to  page? 

Mr.  Casey.  Yes,  but  they  didn't  have  the  checking-in,  checking- 
out.  They  didn't  have  all  the  reviews.  They  didn't  have  to,  you 
know,  have  the  people  there  to  transport  them  back  and  forth.  It 
was  very  different. 

Just  to  give  you  a  sample  of  the  work  by  Price  Waterhouse,  if 
you  took  their  10  million  copies  and  put  them  up  in  a  pile,  it  would 
be  the  height  of  six  Washington  Monuments.  It  is  an  unbeUevable 
volume. 

Senator  LlEBERMAN.  A  lot  of  paper,  which  reminds  me  of  the  old 
line  that  if  you  took  every  economist  in  the  world  and  laid  them 
down  end  to  end,  they  wouldn't  reach  a  conclusion.  [Laughter.] 

Senator  LlEBERMAN.  Yes,  Mr.  Roelle? 

Mr.  ROELLE.  Senator,  we  have  handed  out  this  comparative  docu- 
ment. I  believe  staff  has  drawn  out  here  on  this  document,  if  you 
go  to  the  heading  of  "Copy"  on  the  first  page,  the  second  part  of 
it,  and  you  go  down  three  bullets  over  on  the  right  and  you  draw 
a  line,  and  then  you  go  down  six  more  bullets  and  draw  smother 
line,  that  is  what  our  folks  indicate  was  the  Xerox  portion  of  what 
they  did  for  11  cents. 

Senator  LlEBERMAN.  Within  those  two  lines? 

Mr.  Casey.  Yes. 

Mr.  Roelle.  That  is  right,  as  compared  to  all  of  this  other  stuff 
that  was  having  to  be  done  at  the  site  at  HomeFed. 

Senator  Lieberman.  Yes.  Well,  I  want  to  yield  the  time.  I  do 
want  to  come  back  because,  again,  it  gets  all  very  detailed,  but  I 
guess  Xerox,  as  you  heard,  told  Mr.  Adair  that  they  thought  if  they 
had  it  to  do  over  again  they  would  have  charged  17  cents.  Even 
under  your  renegotiation,  you  are  still  at  37  cents  with  Price 
Waterhouse.  It  still  sounds  high. 

Mr.  Roelle.  I  believe  that  they  are  not  including  the  supervision 
that  would  have  had  to  have  been  placed  even  by  us  at  those  sites 
where  those  boxes  were  opened.  Those  costs  weren't  included  in 
Xerox'  estimate  so 

Senator  Lieberman.  OK  We  will  check  back  on  that.  I  want  to 
yield  to  Senator  Cochran  now. 

Senator  Cochran.  Well,  thank  you,  Mr.  Chairman.  Let  me  just 
ask,  based  on  your  hearing  the  testimony  this  morning  from  the  In- 
spector General  and  the  questions  that  have  been  asked  of  you,  do 
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you  have  the  opinion  that  the  fairness  of  this  proceeding  is  preju- 
dicial to  your  interests?  Have  you  been  treated  unfairly  in  any  way 
by  the  Committee  or  by  the  Inspector  General  in  the  reports  that 
have  been  tentatively  submitted  on  this? 

Mr.  Casey.  Are  you  asking  me,  sir? 

Senator  CoCHRAN.  Yes,  you  or  Mr.  Roelle. 

Mr.  Casey.  Yes,  I  think  I  was  treated  very  unfairly  because  I 
wasn't  given  the  material  in  advance.  We  were  prepared  to  give 
ours  to  the  Inspector  Genered.  I  got  his  yesterday;  I  got  some  last 
night.  I  don't  think  that  is  fair. 

Senator  CoCHRAN.  Yes.  Mr.  Roelle? 

Mr.  Roelle.  Senator,  I  believe  that  the  IG — the  findings  they 
have  found  are,  in  part,  absolutely  correct  and  we  would  not  ques- 
tion them.  We  would  wish  that  we  had  put  a  "not  to  exceed"  on  this 
task  order.  We  don't  have  any  quarrel  with  that. 

The  Chairman  asked  Mr.  Adair,  for  example,  had  he  met  with 
all  the  RTC  officials  and  gone  over  all  these  findings  with  them, 
and  their  concerns.  The  only  meeting  I  have  had  was  with  one  of 
their  investigators  who  only  questioned  me  regarding  what  I  knew 
about  what  went  on.  There  were  no  overgdl  findings  ever  presented 
to  me  until  this  December  memorandum  came  around,  which  was 
not  addressed  to  me,  but  indeed  was  addressed  to  Mr.  Tiemey. 

I  did  talk  to  them,  and  after  they  talked  to  me  and  sent  me 
something  in  November  regarding  the  discussions  with  the  rest  of 
the  staff  in  Resolutions,  I  did  come  to  the  conclusion  that  we  had 
made  a  mistake,  that  we  had  not  acted  appropriately  in  the  issu- 
ance of  that  task  order,  and  I  met  with  my  staff  and  I  indicated 
to  them  that  because  we  had  not  handled  that  task  order  correctly, 
we  needed  to  make  sure  that  our  people  who  had  the  authority  to 
do  it  were  transferred  back  to  Contracting  and  put  directly  under 
Contracting's  control  instead  of  under  indirect  control.  We  did  ar- 
range for  the  reassignment  of  those  staff  people  to  the  Contracting 
Office. 

I  think  what  is  bothersome  to  me  is  that  you  asked  the  questions 
and  the  answer  is  nods  and,  yes,  we  talked  to  management.  But 
I  think  that  implies  that  a  lot  more  discussions  were  had,  that  a 
lot  more  things  were  discussed  with  us  than  actually  were  ever  dis- 
cussed with  us.  We  have  never  received  a  formal  report  of  this 
whole  thing,  even  a  draft  of  it.  We  have  gotten  things  that  say,  as 
you  are  aware,  we  are  currently  conducting  an  audit,  but  we  have 
found  this  one  problem  we  think  you  really  ought  to  look  at,  which 
was  the  renegotiation  of  fees  because  of  the  overcharges  they  had 
discovered  as  a  result  of  the  pass-through  from  temporary  help. 

I  believe — and  they  can  speak  for  themselves,  but  I  am  to  under- 
stand that  our  contracting  people  did  contact  Price  Waterhouse 
some  time  in  January,  not  in  February,  and  tried  to  set  up  meet- 
ings and  get  them  in  there  and  start  the  negotiations  on  this, 
which  I  am  told  Price  Waterhouse  was  more  than  happy  to  accom- 
modate them  and  said  that  they  would  come  in. 

I  think  that  what  is  unfortunate  about  this  is,  yes,  we  made 
some  mistakes  here  and  I  am  not  going  to  try  to  sugar-coat  it.  I 
wouldn't  do  that;  it  is  not  in  my  character.  But  on  the  other  hand, 
I  think  this  thing  has  gotten  a  little  hyper-ventilated.  I  believe,  if 
you  watched  the  TV  last  night,  I  can  tell  you  that  Mr.  Donaldson 
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confronted  me  in  Mr.  Casey's  office  and  asked  me  did  I  think  67 
cents  a  copy  was  a  good  price,  and  then  I  responded  by  saying  were 
you  aware,  Mr.  Donaldson,  that  we  were  under  a  Department  of 
Justice  subpoena  and  that  we  had  to  take  extraordinary  measures 
in  copying  all  these  documents,  that  they  had  to  be  dual-controlled, 
that  they  had  to  be  certified,  that  we  had  to  make  sure  that  every 
document  came  out  of  the  file  in  a  certain  order,  went  back  in  a 
file  in  a  certain  order?  Were  you  aware,  Mr.  Donaldson,  that  if  we 
didn't  comply  with  this,  if  the  Justice  Department  tried  to  submit 
any  of  these  files  as  evidence  in  any  criminal  proceedings,  they 
would  be  taken  to  task  by  whoever  they  were  trying  to  prosecute 
that  the  files  were  able  to  be  tampered  with,  that  they  weren't 
under  control.  We  negotiated  with  the  Justice  Department  and 
they  still  said,  we  are  not  chsinging  the  rules,  you  are  going  to  have 
to  do  it  our  way. 

Mr.  Donaldson  then  said  to  me  on  camera,  this  puts  a  whole  dif- 
ferent complexion  on  this  issue,  doesn't  it?  Now,  I  don't  recall  see- 
ing that  last  night. 

Senator  Cochran.  The  fact  is  that  we  do  want  both  sides.  We 
want  all  the  facts,  and  I  think  that  is  the  driving  motivation  be- 
hind our  investigation.  It  certainly  is  on  the  part  of  this  Senator. 
The  purpose  of  my  question  was  to  be  sure  that  our  record  is  com- 
plete. If  there  are  things  that  can  be  said  by  you  that  would  justify 
the  prices  that  were  contained  in  this  contract  that  RTC  agreed  to 
pay,  we  need  to  know  about  them,  and  we  need  to  know  all  the 
ramifications  of  this  experience  so  we  c£ui  learn  from  it. 

If  there  were  mistakes  made,  as  you  have  now  admitted  and  as 
we  had  suspected,  we  need  to  correct  those  mistakes.  I  think  that 
is  what  this  is  all  about,  and  I  appreciate  your  making  available 
to  us  what  your  thoughts  are  on  that  subject. 

Thanks,  The  CHAIRMAN. 

Senator  LlEBERMAN.  Thank  you.  Senator  Cochran. 

Senator  Dorgan? 

Senator  DORGAN.  Thank  you  very  much.  I  should  say  with  re- 
spect to  Senator  Cochran's  statement,  this  hearing,  I  am  sure,  is 
not  an  exercise  to  see  someone  turn  slowly  on  a  rotisserie  here,  and 
I  don't  think  you  meant  that.  You  know,  the  purpose  of  the  hearing 
is  to  try  to  understand  what  happened  and  what  can  be  done  to 
prevent  that  sort  of  thing  from  happening  in  the  future. 

Senator  LlEBERMAN.  -^solutely. 

Senator  DORGAN.  I  guess,  first  of  all,  when  I  hear  this  I  say: 
Look,  somebody  screwed  up.  The  taxpayer  shouldn't  be  paying  that 
much  to  copy  documents.  Let  me  just  review  with  you  again  so  I 
understand  what  happened  inside  the  institution  that  allowed 
there  to  be  a  contract  issued  for  a  scope  of  work  that  apparently 
is  either  well-defined  or  undefined  and  that  did  not  include  a  "not 
to  exceed"  clause  in  the  contract. 

Who  negotiated  this  contract  with  Price  Waterhouse? 

Mr.  ROELLE.  Let  me  try  to  answer.  This  contract  originally  was 
negotiated  by  the  contract  office,  the  master  contract  that  this  task 
order  was  issued  agcdnst,  was  negotiated  for  the  purposes  of  doing 
asset  valuation  reviews  in  institutions.  An  asset  valuation  review 
is  a  review  where  we  get  a  contractor  to  go  in  and  look  at  the  as- 
sets in  the  institution.  They  do  sampling.  They  check  the  assets  in 
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the  institution  against  what  is  on  the  books  of  the  institution  for, 
and  then  they  come  back  to  us  wdth  an  estimate  of  what  the  value 
of  those  assets  are  for  purposes  of  determining  what  the  losses 
would  be  in  the  institution.  When  we  do  a  resolution,  we  do  what 
is  called  the  cost  test  and  that  determines  how  much  of  the  cost 
is  borne  by  the  insurance  and  how  much  would  be  borne  by  unin- 
sured depositors.  And  in  using  that  test,  we  make  a  determination. 

Senator  DORGAN.  You  are  telling  me  a  little  more  than  I  want 
to  know.  I  think  I  know  that.  That  is  the  larger  contract? 

Mr.  Casey.  Yes. 

Mr.  ROELLE.  Yes,  sir. 

Senator  DORGAN.  Within  that  contract,  there  is  a  compartment 
that  deals  with  copying,  is  that  correct? 

Mr.  ROELLE.  No,  sir.  I  don't  know.  I  would  have  to  get  it  out  and 
read  all  the  print.  That  is  the  35  pages  Mr.  Casey  referred  to. 

Senator  DoRGAN.  Who  contracted  with  Price  Waterhouse  for 
copying? 

Mr.  ROELLE.  I  am  going  to  explain  that. 

Senator  DORGAN.  I  only  have  5  minutes. 

Mr.  RoELLE.  Well,  I  didn't  realize  that  my  answers  constrained 
you.  I  am  sorry. 

Senator  DORGAN.  But  you  were  talking  about  asset  valuation.  I 
am  trying  to  understand,  when  you  negotiated  with  Price 
Waterhouse  to  copy  documents,  who  contracted  with  them  to  do 
that. 

Mr.  ROELLE.  Our  program  office  didn't 

Senator  DORGAN.  Where? 

Mr.  ROELLE.  Here  in  Washington, 

Senator  DORGAN.  Someone  in  your  program  office  contracted 
with  Price  Waterhouse? 

Mr.  ROELLE.  No  sir.  What  we  do  is  we  take  the  people  who  quali- 
fied under  that  AVR  contract,  the  big  contract,  and  put  out  what 
is  called  a  task  order  that  says  we  received  your  original  bids,  this 
is  the  work  that  we  have  to  have  done.  They  come  back.  The  fees 
that  they  charge  are  controlled  by  the  original  contract  that  they 
bid  us.  Then  the  task  order  simply  says  go  do  this  work  under  the 
broader  contract,  which,  by  the  way,  does  have  travel  requirements 
and  all  of  those  things  in  it. 

Senator  DORGAN.  And  then  who  issued  the  task  order  without  a 
"not  to  exceed"  clause  in  it  for  this? 

Mr.  ROELLE.  The  people  down  in  the  resolution  area  that  issue 
contracts,  the  person  that  I  had  been  explaining  to  the  other  two 
Senators  who  has  the  authority  to  issue  task  orders,  or  at  least 
under  our  understanding  thought  they  did. 

Senator  DoRGAN.  So  there  was  a  statement  of  work  or  a  scope 
of  work  that  was  negotiated.  There  was  some  understanding  about 
how  much  work  there  was. 

Mr.  ROELLE.  Yes,  sir. 

Senator  Dorgan.  There  was  a  contract  that  says  "go  do  it",  and 
there  was  nothing  in  there  that  says,  by  the  way,  don't  charge  us 
$100  million  or  $50  million.  It  is  just  "go  do  it?" 

Mr.  ROELLE.  Well,  not  exactly. 

Senator  DoRGAN.  OK 
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Mr.  ROELLE.  There  was  a  task  order  issued,  and  this  is  the  task 
order  which  was  IV2  pages,  not  the  contract,  the  task  order.  Then 
you  have  a  contract  that  I  don't  have  here  that  is  35  pages — this 
is  the  controlling  contract  that  this  task  order  was  issued  against 
that  has  all  of  our  travel  regs  and  expenses,  and  so  forth,  in  it. 

Then  we  had  Price  Waterhouse,  a  request  on  them,  to  come  back 
to  us  within  30  days  with  the  hours,  budget,  how  much  this  would 
cost,  and  their  best  estimate  of  what  they  would  need  to  do  for  the 
long  term  of  the  contract.  They  went  out,  they  did  it.  This  was  the 
submission  they  gave  us  under  this  task  order  requirement.  This 
submission  is,  I  don't  know  how  many  pages  long,  about  40  pages. 

Senator  DORGAN.  What  is  the  date  on  that? 

Mr.  ROELLE.  May  10th. 

Senator  DORGAN.  Now,  could  you  tell  from  the  May  10th  submis- 
sion that  you  were  going  to  be  paying  67  cents  a  copy? 

Mr.  ROELLE.  No,  sir. 

Senator  DoRGAN.  Why  not? 

Mr.  RoELLE.  Because  nobody  knew  about  the  Department  of  Jus- 
tice  

Senator  DORGAN.  But,  in  my  judgment,  that  is  largely  irrelevant, 
the  question  of  the  Justice  subpoena. 

Mr.  RoELLE.  I  do  not  believe  so. 

Senator  DoRGAN.  Well,  we  can  perhaps — I  have  got  a  whole  se- 
ries of  questions.  I  am  not  going  to  get  through  the  first  one  in  5 
minutes.  The  testimony  by  the  Inspector  General  is  that  another 
contractor  did  it  for  11  cents,  could  do  it  for  17  cents  with  the  same 
set  of  restraints  that  you  imposed  on  Price  Waterhouse. 

Mr.  Casey.  No.  I  think  you  missed  the — I  explained  the  Xerox 
situation. 

Senator  DoRGAN.  No.  I  was  here  when  you  explained  that.  You 
indicated  that  there  should  have  been  more  supervisory  costs  at- 
tached to  it. 

Mr.  Casey.  No,  no.  It  was  a  different  set  of  facts.  All  the  boxes 
were  in  a  single  room.  There  was  no  transportation,  there  was  no 
signing  in,  signing  out. 

Senator  Dorgan.  Well,  then,  from  that  document  fi'om  Price 
Waterhouse,  did  you  as  managers  understand  they  were  going  to 
bring  in  people  from  Mexico  and  Alaska  and  Hawaii,  or  Grods 
knows  where  they  brought  them  in  from,  to  work  on  this  contract 
and  charge  you  a  couple  miUion  dollars  in  travel  costs  and  various 
and  sundry  costs  for  this? 

Mr.  RoELLE.  No,  sir. 

Senator  DoRGAN.  Could  you  tell  that  from  that  contract? 

Mr.  RoELLE.  The  contract  was  originally  envisioned — and  this  is 
why  I  think  the  Justice  Department  subpoena  is  relevant,  but  that 
is  for  all  of  us  to  come  to  our  own  conclusion 

Senator  Dorgan.  Let  me  just  ask  you,  you  are  saying  it  is  rel- 
evant because  the  Justice  Department  subpoena  would  justify  the 
copy  charges  we  are  talking  about  here?  You  are  not  saying  that, 
are  you? 

Mr.  ROELLE.  Yes.  I  think — I  am  not  saying 

Senator  Dorgan.  Mr.  Casey  has  already  said  the  67  cents  was 
out  of  line. 

Mr.  Casey.  It  is  out  of  line. 
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Mr.  ROELLE.  It  is  out  of  line. 

Senator  DORGAN.  Well,  then  why — OK,  go  ahead. 

Mr.  RoELLE.  But  you  are  not — could  I  answer? 

Senator  DORGAN.  Yes. 

Mr.  ROELLE.  When  they  submitted  this  to  us,  their  expectation 
of  file  control  and  reproduction  was  for  a  total  of  32  people,  10  of 
which  were  clerical,  for  the  amount  of  copjdng  that  we  all  thought 
would  have  to  be  done.  That  was  32  people  out  of  a  total  of  around 
300  that  was  expected  under  this  contract.  That  is  why  I  think 
when  they  got  out  there  and  were  faced  with  the  Justice  Depart- 
ment requirements  that  it  did  increase  the  cost  considerably. 

Senator  DORGAN.  Would  you  submit  for  this  Subcommittee  your 
judgment,  as  folks  with  business  backgrounds,  of  what  a  reason- 
able charge  per  copy  would  have  been  under  this  contract?  You  say 
67  cents  was  too  high. 

Mr.  RoELLE.  Yes,  sir. 

Senator  DoRGAN.  You  say  the  Xerox  11  cents  or  17  cents  is  too 
low.  You  think  it  is  somewhere  in  between.  Would  you  tell  us  what 
you  think  that  is?  And  do  you  think  if  we  submitted  what  your  es- 
timate is  going  to  be  to  us  to  other  firms  that  we  would  find  that 
that  is  something  that  we  would  get  bids  on  as  a  reasonable 
charge? 

In  other  words,  let  me  ask  the  question  in  a  little  more  clear 
way.  You  think  that  if  we  put  this  out  for  bids  at  17  cents,  we 
wouldn't  get  people  to  bid  on  it.  Is  that  right? 

Mr.  RoELLE.  I  don't  believe  so,  but  I 

Senator  DORGAN.  Because  costs  are  above  that? 

Mr.  RoELLE.  Because  I  believe  costs  are  above  that,  yes,  sir. 

Senator  DoRGAN.  One  more  question,  Mr.  Chairman. 

Senator  Lieberman.  Sure. 

Senator  DORGAN.  This  has  now  been  renegotiated  and  we  under- 
stgmd  that  the  cost  is  37  cents.  Apparently,  you  think  that  is  rea- 
sonable? 

Mr.  Casey.  No.  I  think  it  is  too  high.  They  had  no  legal  liability 
to  give  us  a  penny. 

Senator  DORGAN.  But  you  had  enormous  leverage. 

Mr.  Casey.  Absolutely,  we  had  enormous  leverage. 

Senator  DORGAN.  Why  would  you  not  have  used  that  leverage  to 
get  to  a  price  that  is  reasonable? 

Mr.  Casey.  We  did.  Where  do  you  think  we  got  the  $4  million? 
We  used  the  leverage. 

Senator  Dorgan.  No,  but  I  am  saying  why  would  you  not  use  the 
leverage  of  the  Federal  Government  with  a  firm  that  does  a  lot  of 
business  with  the  Federal  Grovemment  to  say  we  want  this  contract 
negotiated  for  copy  cost  prices  that  are  reasonable  to  the  taxpayer. 
And  if  37  cents  is  too  high,  why  wouldn't  you  get  to  the  right  price? 
Would  Price  Waterhouse  not  agree  to  that? 

Mr.  Casey.  Look,  now,  they  have  already  been  paid.  They  have 
got  the  money. 

Senator  DORGAN.  I  understand  that. 

Mr.  Casey.  Yes,  and  I  don't  think  they  would.  There  is  only 
about  $1  million  left  of  contract  work  in  the  contract,  so  this  was 
just  a  plain  old  give-back.  We  haven't  paid  them  since,  I  think  it 
is  October  or  something  like  that. 
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Senator  DORGAN.  But  I  mean  we  are  not  talking  about  the  gener- 
osity of  a  corporation  here,  I  assume.  I  mean,  I  assume  they  re- 
negotiated because  they  understood  what  had  happened  here  was 
wrong. 

Mr.  Casey.  Absolutely. 

Senator  DoRGAN.  You  have  some  leverage,  and  I  am  just  trying 
to  understand,  if  37  cents  is  more  than  we  should  have  paid,  what 
we  should  have  paid  and  how  much  more  money  should  that  firm 
give  back  to  the  taxpayer.  Can  you  give  me  any  estimate  on  that? 

Mr.  Casey.  We  got  them  to  lower  the  price,  what  was  it,  20 

Mr.  Geer.  Twenty  percent.  My  nemie  is  Dennis  Geer,  Senator. 
Mr.  Tiemey  works  for  me.  He  is  the  head  of  contracts  and  we  were 
working  on  this,  and  Mr.  Tiemey  can  jump  in  when  he  would  like. 

What  we  did  is  we  had  the  contract — when  we  received  knowl- 
edge from  the  IG  that  we  should  take  a  look  at  this,  their  com- 
ments were  renegotiate  fi"om  the  time  that  was  left  in  the  contract, 
which  would  have  been  starting  in  January  we  would  have  recom- 
puted it.  Well,  the  bulk  of  this  work  had  been  done.  Essentially, 
Price  Waterhouse  was  amenable  to  coming  in  and  talking  to  us. 

The  thrust  of  what  we  were  looking  at  is  a  cost  sheet  of,  as  you 
pointed  out.  Senator,  about  five  different  categories,  and  I  don't 
have  them  in  front  of  me,  ranging  from — the  top  for  a  senior  part- 
ner is  $160,  down  to  $17  for  clerical.  Now,  the  $17  for  clerical 
would  include  cop3ring  as  a  part  of  that  activity.  When  they  bid  this 
price  out  under  the  AVR  master  contract,  it  was  a  very  small  por- 
tion of  that  activity. 

They  also  bid  initially  on  a  contract  they  thought  was  going  to 
be  $5  million,  not  more  than  $5  million,  and  their  prices  reflected 
that  reality,  as  did  the  others  who  also  submitted  bids. 

What  we  did  is  take  a  look  at  all  of  the  cost  categories,  and  we 
sat  down  with  them  and  what  we  ended  up  negotiating  was  not  for 
copying  charges.  We  renegotiated  a  20-percent  discount  on  all  five 
labor  categories,  which  in  the  end  ultimately  will  come  out  to  $4 
million-plus  because  what  we  are  tedking  about  is  we  went  back 
from  the  time  when  they  made  $5  million.  It  is  the  $5  million  that 
stays  at  the  same  rates  that  they  were  paying  that  they  bid  on. 
From  $5,000,001  forward,  they  are  discounting  the  rates  20  percent 
on  all  labor  categories. 

Senator  Dorgan.  Do  you  agree  that  Price  Waterhouse  still  ended 
up  receiving  more  per  copy  for  this  contract  than  they  probably 
should  have? 

Mr.  Geer.  I  can't  say  that,  sir.  I  am  basing  my  opinion  from  the 
contracting  side  as  to  what  I  had,  and  I  wouldn't  say  that. 

Senator  DORGAN.  Mr.  Chairman,  I  have  taken  more  time  than 
I — I  appreciate  your  indulgence. 

Senator  LlEBERMAN.  Not  at  all.  I  appreciate  your  questions. 

I  will  come  back  to  this  and  clarify  something  for  myself.  In  the 
original  contract  which  you  estimated  might  be  a  $4  to  $5  million 
cost,  am  I  correct  in  my  understanding  that  there  was  going  to  be 
a  copy  made  of  every  document  at  HomeFed? 

Mr.  ROELLE.  No,  sir.  The  copying  that  was  anticipated  at 
HomeFed  under  the  original  contract  would  be  only  for  those  asset 
files  and  the  particulars  that  were  needed  out  of  asset  files  to  go 
into  a  war  room,  not  every  document  in  the  file. 
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Senator  Lieberman.  Do  you  have  any  idea  of  what  number  that 
was?  I  know  we  keep  using  the  number  10  milHon  that  were  ulti- 
mately copied  under  the  Justice  Department  subpoena. 

Mr.  ROELLE.  Well,  the  best  we  have  been  able  to  estimate,  be- 
cause this  is  all  after  the  fact,  is  that  they  were  going  to  be  dealing 
with  about  74,000  asset  files  and  they  were  going  to  have  to  make 
copies  of  not  every  document,  but  the  pertinent  documents  like  the 
note  and  the  loan  agreement  and  things  like  that,  to  pick  those  out 
of  the  file  and  put  them  in  what  we  call  a  war  room  so  that  inves- 
tors could  come  in  and  have  access  to  the  copies  so  that  they  could 
make  some  judgments  about  what  was  necessary  for  them  to  bid 
on  the  assets. 

Our  people  indicate  that  under  the  worst  set  of  circumstances, 
which  would  have  been  copying  some  number  of  originals  and  then 
making  multiple  copies,  it  could  have  gotten  as  high  as  6  or  7  mil- 
Hon copies. 

Senator  Lieberman.  OK,  so  the  Department  of  Justice  subpoena 
expanded  the  number  of  documents  to  be  copied  by  perhaps  3  to 
4  million  gind,  by  your  testimony,  expsuided  the  activity  related  to 
each  copy? 

Mr.  Roelle.  As  I  understand  it,  I  was  not  out  there  when  the 
Justice  Department  guidelines  were  put  on,  but  what  they  would 
have  done  would  have  just  made  sure  that  the  copies  were  correct 
and  put  them  into  a  file  and  said,  yes,  these  are  copies  and  this 
goes  to  this  file,  these  copies  came  from  this  file.  Justice  put  much 
more  stringent  requirements  on  us  so  that  there  could  never  be  a 
question  that  any  document  in  that  file  was  out  of  place  fi*om  when 
it  was  in  that  file.  They  had  to  bar-code  them.  They  had  to  have 
multiple  people,  they  had  to  have  joint  control.  There  were  a  num- 
ber of  cost  considerations. 

Senator  Lieberman.  Here  is  my  question,  and  you  have  helped 
to  clarify  it  a  little  bit  by  the  extra  number  of  copies.  I  wanted  to 
make  it  clear  for  the  record  that  this  is  not  just  the  additional  func- 
tions, but  the  extra  number  of  copies.  But,  still,  we  went  from  an 
original  estimate  of,  let  us  say,  5  million  up  to  a  contract  that 
looked  like,  before  your  renegotiation,  was  going  to  cost  between 
$25  and  $30  million.  So  can  we  really  say  that  the  Justice  Depart- 
ment subpoena  added  $20  million  to  the  cost  of  the  contract? 

Mr.  Roelle.  Senator,  that  is  a  question  we  are  asking  ourselves. 
We  are  trying  to  go  back  and  figure  out  if  we  actually  underesti- 
mated or  not.  I  don't  think  we  know  that  yet. 

Senator  Lieberman.  You  are  in  that  process? 

Mr.  Roelle.  Yes,  sir.  We  have  the  same  question.  We  are  not 
trying  to  blame  the  Justice  Department  for  a  mistake  we  made.  We 
are  simply  trying  to  say  that  extraordinary  requirements  were 
placed  on  us  that  increased  substantially  this  contract.  I  asked 
them  when  we  were  talking  to  them  recently,  did  you  really  believe 
that  you  were  bidding  on  about  approximately  a  $5  million  contract 
when  we  talked  to  you,  £ind  the  answer  was  yes. 

They  went  out  there,  they  discovered  what  the  requirements  of 
Justice  were  going  to  be,  the  du£d-control  requirements  and  all  of 
that.  They  came  back  to  us  within  30  days,  as  prescribed  by  their 
own  submission  to  us  in  acceptance  of  this  contract,  and  told  us  at 
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that  time,  based  on  all  of  these  new  requirements,  it  was  probably 
going  to  be  a  $21  to  $23  million  contract. 

Senator  Lieberman.  So  they  did  in  that  second  submission  give 
you  a  kind  of  outside  figure? 

Mr.  ROELLE.  Yes,  sir. 

Senator  Lieberman.  But  there  still  wasn't  a  cap  on  the  contract, 
correct? 

Mr.  RoELLE.  That  is  correct,  sir. 

Senator  LIEBERMAN,  And  aggdn,  looking  back,  you  wish  you  had 
done  that? 

Mr.  ROELLE.  Absolutely. 

Senator  Lieberman.  Yes. 

Mr.  RoELLE.  What  would  have  happened  if  we  had  had  a  cap — 
the  cap  would  have  been  overrun  and  then  we  would  have  stopped 
and  said,  wait  a  minute,  we  have  got  to  look  at  this. 

Senator  Lieberman.  Right. 

Mr.  RoELLE.  The  problem  was  it  did  not  have  an  overrun  and  so 
it  just  basically  went.  However,  they  did  come  back  to  us  and  our 
program  folks  did  know  that  it  was  going  to  be  $21  to  $23  million. 
Now,  we  have  talked  to  them  and  I  believe  they  are — I  can't  make 
judgments  for  them,  but  they  thought  that  that  was  basically  the 
result  of  all  these  additional  requirements  that  we  had  to  do  if  we 
were  going  to  do  this  job. 

Senator  Lieberman.  Of  course,  the  other  hope  that  I  would  have 
had,  and  I  am  sure  you  would,  too,  is  that  if  you  had  a  cap  in  the 
initial  contract,  there  would  have  been  some  pressure  on  Price 
Waterhouse  not  to  have  taken  the  extraordinary  mark-ups  they 
took  on  some  of  the  work  that  they  subcontracted  out.  Or,  at  a  min- 
imum, when  you  hit  the  cap  you  would  have  been — an  alarm  would 
have  gone  off.  You  would  have  looked  at  it  and  you  would  have 
been  able  to  curtail  some  of  that  excessive  charging. 

Mr.  Roelle.  That  is  correct. 

Senator  Lieberman.  Here  is  a  question.  The  question  is  whether 
the  Legal  or  Contracting  Department  was  notified  of  the  discovery 
required  under  the  Department  of  Justice  subpoena  under  this  con- 
tract, and  if  not,  whether  there  are  now  procedures  in  place  for  a 
prompt  notification  of  your  contracting  people  when  unanticipated 
events  such  as  the  subpoena  occur.  This  is  in  the  category  of  have 
we  learned  from  our  mistakes  in  this  one. 

Mr.  Roelle.  Absolutely.  They  should  have,  if  something  new  has 
been  put  in  place,  we  should  have  caught  that  then.  It  is  not 
whether  it  was  new.  We  did — when  they  came  back  to  us  at  $21 
to  $23  million,  we  should  have  picked  up  on  it  and  we  didn't.  The 
only  thing  I  can  say  is  that  in  moving  this  function  back  under  di- 
rect contracts,  presumably  it  would  have  been  caught  if  that  had 
been  the  case.  So  we  can't  offer  an  excuse  that  we  have  suddenly 
changed  our  policies.  We  should  have  caught  it  before. 

Senator  Lieberman.  OK.  Senator  Cochran? 

Senator  CoCHRAN.  Thank  you,  Mr.  Chairman.  You  were  here 
when  I  asked  the  Inspector  General  whether  he  would  have  any 
recommendations  for  new  procedures  that  would  help  keep  this 
kind  of  thing  from  happening  in  the  future.  His  response  basically 
was  that  you  have  your  own  guidelines  in  place  and  if  they  had 
been  followed,  this  would  not  have  happened. 
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Is  your  conclusion  the  same  as  his?  Do  we  need  to  have  insti- 
tuted new  procedures  or  safeguards,  or  are  there  new  regulations 
that  need  to  be  promulgated  or  new  laws  that  need  to  be  passed 
to  help  keep  this  from  happening  again? 

Mr.  ROELLE.  I  don't  thank  new  laws.  I  think  one  thing  that  we 
have  looked  at,  clearly  because  of  something  that  was  raised  earlier 
about  the  fact  that  cheaper  labor  rates  were  acquired  than  the  ones 
that  were  bid  to  us  and  we  are  working  on  this  with  Contracting 
now,  that  you  can  make  sure  that  if  that  happens,  even  though  you 
are  bid  on  a  competitive  basis  a  rate  structure  but  that  rate  struc- 
ture was  predicated  on  the  costs  associated  with  the  company  it- 
self, as  well  as  on  its  health  benefit  plans  and  all  the  overheads 
that  are  associated  with  employees.  If  that  company  somehow 
avoids  using  its  own  employees  with  a  higher  cost  structure  and  is 
able  to  go  out  and  secure  cheaper  labor  sources  where  they  don't 
have  to  pay  health  insurance  and  they  don't  have  to  do  a  lot  of 
other  things  and  they  don't  carry  them  on  their  payroll  and  all 
those  things,  that  we  somehow  factor  into  our  rate  structure  re- 
quirements that  they  certify,  that  they  could  only  take  the  actual 
costs  of  the  labor  that  they  secure  £uid  then  put  on  only  the  req- 
uisite overhead  for  them  to  manage  those  sources  and  some  addi- 
tional profit,  you  know,  for  the  company  for  undertaking  the  task. 

Now,  we  are  trying  now,  and  I  have  talked  to  Mr.  Geer  about 
that,  to  see  if  we  can  structure  our  contracts,  aU  contracts,  to  kind 
of  deal  with  this  issue  of  somebody  going  out  and  securing  labor 
at  much  less  rates  than  they  have  actually  bid  us  in  the  contracts. 

Mr.  Geer.  Senator,  may  I  give  just  one  brief  comment? 

Senator  Cochran.  Yes,  Mr.  Geer. 

Mr.  Geer.  As  Mr.  Adair  pointed  out,  a  lot  of  the  SAMDA  con- 
tracts do  a  lot  of  subcontracting,  and  in  those  areas  you  get  a  lot 
of  areas  like  copying,  et  cetera.  As  we  pointed  out  earUer,  if  we 
knew  the  magnitude  of  the  copying  requirements  at  the  time,  we 
would  have  probably  just  done  a  straight-through  like  we  have 
done  in  a  lot  of  our  SAMDA  contracts  where,  in  essence,  they  don't 
mark  it  up.  If  I  am  inaccurate,  Mr.  Tiemey  can  correct  me,  but  es- 
sentially it  is  a  straight  pass-through  and  you  pay  for  the  rates 
themselves  without  the  overhead. 

Senator  Cochran.  Mr.  Casey,  it  is  my  understanding  that  you 
have  announced  to  the  employees  your  intention  to  resign  from  the 
RTC  before  you  term  expires.  Are  you  resigning  because  of  the  con- 
troversy surrounding  this  situation? 

Mr.  Casey.  No,  no,  no.  Sam  Donaldson  and  I  discussed  that  and 
I  told  him  I  had  been  talking  to  Treasury  since  January  20th  about 
my  bowing  out,  and  they  are  not  doing  anything  about  replacing 
me.  So  that  is  why  I  came  out  with  it  and  gave  them  a  deadline. 
It  is  as  simple  as  that.  If  they  would  let  me  stay  and  finish  my  pro- 
gram, I  would  stay.  If  they  don't  want  that,  then  I  want  out  tomor- 
row. 

Senator  CocHRAN.  Thank  you.  I  have  no  other  questions,  Mr. 
Chairman. 

Senator  Lieberman.  Thank  you.  Just  one  statement  and  then 
one  other  question.  My  staff  indicates  to  me  that  it  was  their  un- 
derstanding on  the  question  of  the  number  of  copies  that  Mr.  Adair 
has  testified,  or  at  least  indicated  to  us  that  Price  Waterhouse  indi- 
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cated  to  him  that  the  number  of  copies  had  not  measurably  in- 
creased from  the  initial  understanding  of  the  contract  after  the 
subpoena  was  issued.  You  and  I  have  had  a  conversation  which 
leads  us  to  a  different  statement  of  fact.  I  believe  there  may  be  a 
conflict  here  and  we  will  try  to  resolve  that  for  the  record. 

Mr.  RoELLE.  Yes,  sir.  Staff  indicates  to  me,  as  I  said,  that  they 
may  have  made  triplicate  copies  of  what  was  needed  and  that 
might  have  accumulated  to  somewhere  between  6  and  7  million 
copies. 

Senator  Lieberman.  OK.  The  final  question  is  to  you,  Mr.  Casey, 
and,  Mr.  Roelle,  you  can  get  into  it  if  you  want.  Obviously,  we  are 
all  upset  and  appreciate  the  fact  that,  you  know,  you  indicate  today 
that  you  are  upset  about  the  way  this  all  went.  Part  of  what  was 
also  upsetting  in  the  Inspector  General's  testimony  and  the  sense 
that  we  had  of  this  was  that  we  had  someone  here  in  the  Inspector 
General  who  was  beginning  to  blow  a  whistle,  if  you  would,  in  Oc- 
tober and  he  wasn't  getting  the  reaction  from  yourself,  Mr.  Casey. 

In  your  letter  to  Secretary  Bentsen  and  the  correspondence  you 
have  had  in  the  last  week  or  so,  you  indicated  that  you  first 
learned  of  the  problem  in  December.  Now,  he  testified  that  he 
started  to  advise  you  of  it  in  October.  Why  don't  you  tell  us  what 
the  difference  is  there  and  what  happened? 

Mr.  Casey.  Mr.  Adair  is  quite  correct.  We  meet  for  approximately 
an  hour  every  Monday  afternoon  and  he  comes  in  with  his  own 
agenda.  That  agenda — well,  it  varies  fi*om  time  to  time,  but  it 
would  have  six  to  ten  different  items  on  it.  Don't  think  this  was 
the  only  item  on  it.  I  don't  remember  the  attachment,  but  I  am 
sure  his  word  is  correct. 

What  I  do  is  I  meet  with — well,  let  me  start  at  the  beginning. 
Every  Monday  morning,  I  meet  with  the  senior  officials.  It  is  sort 
of  a  communication  meeting;  that  is  all  it  is.  And  then  during  the 
week,  I  meet  with  each  of  them.  There  are  about  six  of  them  and 
I  meet  with  them  for  an  hour  and  I  talk  about  goals,  objectives, 
problems,  opportunities,  personnel,  all  that  sort  of  thing. 

Jack  is  a  very  disciplined  fellow  and  he  comes  in  with  a  written 
agenda  on  the  items,  and  if  he  says  it  was  in  there  in  October,  I 
am  sure  he  is  right.  I  don't  remember  it  in  October  at  all,  I  really 
don't,  but  I  am  sure  it  was  mentioned  as  one  of  many  items.  It 
wasn't  the  focus  of  that,  but  if  there  was  a  memorandum  attached 
to  it,  I  put  that  in  my  staff  file  and  distribute  it  the  next  Monday. 
And  the  other  fellow  is  bringing  in  pieces  of  paper,  too,  and  we  dis- 
tribute them  on  Monday  morning. 

Senator  Lieberman.  So  in  the  normal  course,  having  received  a 
memo  on  this  HomeFed  Savings  situation,  the  following  Monday 
that  would  have  gone  to  one  of  your  folks? 

Mr.  Casey.  One  of  the  staff,  one  of  the  people  at  the  staff  meet- 
ing. 

Senator  Lieberman.  Right. 

Mr.  Casey.  And  I  can't  tell  you  who  because  I  just  don't  keep 
those  kind  of  records,  to  be  honest.  But  I  will  take  his  word  for  it 
if  he  says  that  it  was  there. 

Senator  Lieberman.  So  why  wouldn't  anything  have  happened? 
I  mean,  I  am  just  taking  a  look  at  this.  This  is  Adair's  agenda  and 
he  has  got  a  page  here  at  the  October  19th  meeting  which  he  titles 
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"Concerns  Over  Price  Waterhouse  Due  Diligence  Coordination  Con- 
tract at  HomeFed,"  gind  he  itemizes  it  is  similar  to  Western  Storm, 
no  cost  limits,  not  been  adequately  monitored,  et  cetera,  et  cetera. 
So  why  wouldn't  anything  have 

Mr.  Casey.  It  would  be  discussed,  but  it  wouldn't  necessarily  be 
reduced  to  writing  right  away,  and  I  know  we  would  w£iit  for  his 
drgift  of  his  report,  it  is  the  one  thing  we  want.  But  we  will  cer- 
tainly pass  on  the  word  to  the  operation  itself,  absolutely,  no  ques- 
tion about  that. 

Senator  Lieberman.  Ultimately,  again,  by  his  testimony  he  indi- 
cates he  was  frustrated  by  the  lack  of  reaction  from  the  top  man- 
agement, so  he  went  to  Contracting.  Was  that  to  Mr.  Geer  that  he 
ultimately 

Mr.  Casey.  Why  didn't  he  ask  me? 

Mr.  Geer.  To  Mr.  Tiemey. 

Senator  Lieberman.  To  Mr.  Tiemey,  yes. 

Mr.  Casey.  Why  didn't  he  ask  me?  He  never  expressed  any  exas- 
peration, or  I  never  heard  that  until  this  morning.  He  didn't  say, 
why  don't  you  do  something. 

Senator  Lieberman.  I  mean,  he  says  he  spoke — I  don't  want  to 
misquote  him,  but  I  know  he  said  he  spoke  to  you  or  someone  ten 
times. 

Mr.  Casey.  I  don't  buy  the  ten  times,  but  I  certainly — I  will  abide 
by  his  written  records  and  agenda,  but  believe  me,  we  talk  about 
it  and  we  get  about  it.  He  never  expressed  any  exasperation  to  me 
because  I  certainly  probably  would  have  overreacted  to  that. 

Senator  Lieberman.  Yes.  Mr.  Tiemey,  when  Mr.  Adair  spoke  to 
you,  did  he  express  exasperation  with  the  reaction  he  was  getting 
from  Mr.  Casey  and  others? 

Mr.  Tierney.  I  did  not  speak  with  Mr.  Adair.  My  first  knowledge 
of  the  written  comments  was  the  receipt  of  the  memorandum  from 
Sharon  Vander  Vennet,  and  that  was  the  memorandum  that  was 
dated  December  21st.  The  only  conversations  I  had  with  OIG  peo- 
ple were  the  investigating  or  the  auditing  people  that  led  up  to 
that  management  memorandum. 

Senator  Lieberman.  So  they  really  went  to  the  substance  of  their 
concerns  rather  thEin  the  question  of  whether  they  felt  they  were 
getting  a  timely  response  from  others  in  the  RTC? 

Mr.  Tierney.  That  is  correct,  that  is  correct. 

Senator  Lieberman.  All  right.  Well,  you  know,  we  live  and  learn. 
Unfortunately,  we  sometimes  live  and  learn  at  costs  to  the  tax- 
payers. I  appreciate  the  extent — we  have  had  a  lot  of  back-and- 
forth  here,  but  it  seems,  bottom  line,  everybody,  including  your- 
selves, agree  that  mistakes  were  made,  that  there  should  have 
been  a  cap  here,  that  it  should  have  been  renegotiated  after  the 
subpoena  became  evident,  and  by  your  own  words,  if  I  remember 
them  correctly,  Mr.  Casey,  that  Price  Waterhouse's  charging  here 
was  abusive  £tnd  egregious. 

So  the  hope  that  we  sill  have,  and  I  am  sure  you  as  much  as  we, 
is  that  we  learn  from  this.  I  know  you  have  got  a  big  operation 
going.  There  are  a  lot  of  things  happening.  It  is,  unfortunately,  a 
multi-billion-dollar  operation.  You  know,  I  take  no  pleasure  from 
being  part  of  these  accusations.  Our  function  here,  as  my  two  col- 
leagues have  indicated,  is  really  to  find  out  what  happened,  wheth- 
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er  mistakes  were  made — everyone  acknowledges  they  were — and  to 
make  sure  they  don't  happen  again.  You  know,  my  fondest  hope  is 
that  we  are  not  back  here  again  with  RTC  with  anything  Uke  this 
occurring. 

Mr.  Casey.  Well,  that  is  a  very  reasonable  conclusion  and  we  ap- 
preciate your  interest  and  your  care.  We  have  sold  $300  billion  of 
assets,  so  this  is  a  small  part  of  this  organization.  I  don't  want  to 
see  them  take  it  out  on  old  dad  because  I  am  walking  anyway, 
these  people  are  terrific  people  that  I  am  working  with. 

Senator  LiEBERMAN.  Senator  Cochran,  do  you  have  anything  you 
want  to  add? 

Senator  CoCHRAN.  No,  Thank  you  very  much  for  your  coopera- 
tion. 

Senator  LiEBERMAN.  All  right.  Thank  you  all. 

The  record  of  the  hearing  will  be  kept  open  for  two  weeks  if  you 
want  to  add  an5rthing,  and  I  suppose,  in  fairness,  we  will  let  you 
know  and  share  documents  as  others  submit  them  so  you  can  re- 
spond to  them. 

The  hearing  is  adjourned. 

[Whereupon,  at  12:13  p.m.,  the  Subcommittee  adjourned.] 
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Subcommittee  on  Government  Information  and  Regulation 

February  19,  1993 

Mr.  Chairman,  I  want  to  thank  you  for  holding  this  hearing 
today  to  examine  the  lack  of  contractor  oversight  at  the 
Resolution  Trust  Corporation. 

To  say  I  cim  disturbed  at  the  findings  from  the  RTC's 
Inspector  General  in  the  case  of  HomeFed  Savings  Association  is 
an  understatement.   I  am  angry,  as  all  taxpayers  should  be.   The 
RTC  pleaded  with  the  Congress  to  exempt  it  from  the  procurement 
rules  and  regulations  required  of  every  other  federal  agency 
under  the  guise  that  it  is  necessary  to  enable  the  RTC  to  act 
expeditiously  and  in  the  best  interest  of  the  taxpayer.   Congress 
provided  the  exemption  and  RTC  abused  it. 

Today,  the  RTC's  Office  of  Inspector  General  will  testify 
that  RTC  hired  Price  Waterhouse,  one  of  the  nation's  top 
accounting  firms,  to  essentially  perform  photocopying  seirvices . 
This  is  tantamount  to  hiring  a  tax  attorney  to  babysit  and,  from 
what  I  understand.  Price  Waterhouse  charged  similar  fees.   The  IG 
concluded  that  RTC  may  have  paid  at  least  $6  million  more  than  it 
should  have  for  such  services.   Even  more  disturbing  is  the  fact 
that  RTC's  contract  with  Price  Waterhouse  allowed  the  firm  to 
mark  up  subcontractor  fees  over  340  per  cent.   The  poor  planning 
and  oversight,  and  the  failure  of  top  management  to  stop  this 
fiasco  as  soon  as  they  knew,  is  inexcusable.   The  agency  created 
to  bail  out  the  government  has  failed  miserably  and  made  the 
partners  of  Price  Waterhouse  rich.   RTC's  management  had  better 
get  the  message  that  RTC  does  not  stand  for  "Robbing  Taxpayers' 
Cash. " 

In  what  I  am  sure  will  go  down  in  the  annals  of  government 
waste  and  abuse  with  the  $640  toilet  seat  and  the  $435  hammer,  we 
now,  thanks  to  poor  contract  oversight  by  RTC,  have  the  67  cent 
copy.   Considering  that  Xerox  was  willing  to  do  it  for  11.5  cents 
per  page,  and  that  Kinkos  is  willing  to  copy  1000  sheets  at  3 
cents  per  copy,  I  think  this  can  be  fairly  characterized  as  an 
outrage.   But  the  waste  does  not  stop  there.   As  part  of  the  same 
contract.  Price  Waterhouse  hired  temporary  clerical  supervisors 
at  $10  to  $15  per  hour  and  billed  RTC  $39  an  hour.   The  totals 
are  staggering.   During  one  contract  period.  Price  Waterhouse 
paid  a  temporary  agency  about  $1.8  million,  then  turned  around 
and  billed  RTC  almost  $4.3  million. 
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Price  Waterhouse  is  clearly  guilty  of  greed  but  appears  to 
have  acted  completely  within  the  law.   Therefore,  the  blame  must 
rest  firmly  on  the  shoulders  of  RTC  management  for  this 
outrageous  example  of  waste.   The  fact  that  RTC's  Contract  and 
Legal  Departments  were  never  consulted  during  the  solicitation 
and  award  of  this  contract  on  its  face  suggests  that  RTC's  poor 
contracting  practices  could  be  costing  the  taxpayer  hundreds  of 
millions  of  dollars.   This  is  not  the  first  case  of  slipshod  RTC 
contract  oversight  reviewed  by  the  Governmental  Affairs 
Committee . 

Last  March,  the  Governmental  Affairs  Committee  listened  to 
RTC  witnesses  explain  away  Operation  Western  Storm,  the  RTC's 
failed  $24  million  project  to  reconcile  the  books  of  failed 
thrifts  in  RTC's  Western  Region.   The  witnesses  testified  that 
the  problems  were  not  widespread  but  resulted  from  RTC's  failure 
to  include  clear  guidance  in  its  Western  Storm  contracts,  that 
the  contracts  were  not  planned  or  issued  according  to  proper  or 
usual  contracting  procedures,  and  that  required  delegations  of 
authority  were  simply  neglected.   RTC  testified  that  the 
processes  and  procedures  would  be  in  place  to  prevent  another 
debacle.   They  were  wrong. 

The  Price  Waterhouse  contract  was  awarded  less  than  two 
months  after  the  Western  Storm  hearing  which  gives  us  some  idea 
as  to  what  the  assurances  I  am  sure  that  we  will  hear  today  are 
worth.   I  was  pleased  to  see  that  our  former  colleague  and 
current  Treasury  Secretary,  Lloyd  Bentsen,  urged  a  thorough 
investigation  of  the  HomeFed  contracts  and  expects  the  RTC  to 
recover  any  excessive  payments.   While  we  know  the  costs  are 
excessive,  there  is  some  question  as  to  whether  any  of  it  can  be 
recovered . 

People  in  my  state  of  Maine  will  hear  about  this  and  feel 
cheated.   And  rightfully  so.   They  will  be  outraged  and  angered 
by  RTC's  failure  to  spend  scarce  federal  resources  responsibly. 
I  am  certain  that  today  we  will  hear  a  number  of  excuses  and 
assurances  like  we  did  last  March  during  the  Western  Storm 
hearing.   As  the  other  Senators  on  this  panel  know,  RTC's  excuses 
and  assurances  can  never  adequately  explain  why  the  government 
paid  $35  an  hour  to  copy  files,  especially  to  the  millions  of 
citizens  now  being  asked  to  pay  higher  taxes. 

Wednesday  night  President  Clinton  said,  "it  is  time  for 
government  to  demonstrate. . .that  we  can  be  as  frugal  as  any 
household  in  America".   I  know  of  no  household  that  would  pay  67 
cents  per  copy  or  pay  an  extra  $6  million  for  nothing.   Simply 
put,  the  RTC  allowed  the  taxpayer  to  get  ripped  off. 

Today  this  Subcommittee  is  singling  out  RTC's  failure  but, 
unfortunately,  poor  contracting  is  a  major  problem  throughout  the 
government  and  costs  taxpayers  billions.   The  problem  is  deeper 
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and  more  systemic  than  anyone  would  like  to  admit.   In  recent 
months.  Congress,  the  Office  of  Management  and  Budget,  the 
General  Accounting  Office  and  the  Inspectors  General  have  all 
reported  on  the  federal  government's  failure  to  contract 
responsibly.   Since  arriving  in  Congress,  I  have  worked 
aggressively  to  address  contracting  problems.   While  we  have 
legislated  on  the  rules  and  processes  of  contracting,  most 
problems  seem  to  arise  from  a  lack  of  two  critical  elements  -- 
common  sense  and  accountability  —  the  former  being  difficult  if 
not  impossible  to  legislate. 

During  every  session  of  every  Congress,  scores  of  agencies 
come  before  the  committees  and  subcommittees  apologizing  for 
collectively  wasting  billions  of  taxpayer  dollars.   My 
observation  is  that,  for  the  most  part,  the  laws  are  in  place 
that  should  prevent  these  fiascos,  but  agency  management  has 
failed  to  monitor  contract  formation  and  perform  contractor 
oversight.   In  case  after  case,  agencies  get  into  trouble  when 
personnel  ignore  rules  and  fail  to  use  common  sense.   Only  rarely 
are  the  responsible  individuals  held  accountable.   It  is  my  hope 
that  the  RTC  and,  for  that  matter,  all  agencies  view  this  hearing 
as  an  opportunity  to  take  the  initiative  and  turn  off  the  waste 
spigot. 


56 


Prepared  Statement  of  Senator  Akaka 

Mr.  Chairman,  I  appreciate  your  convening  this  hearing  today  to  investigate  alle- 
gations into  contract  mismanagement  involving  the  resolution  of  HomeFed  Bank  in 
San  Diego,  California  by  the  Resolution  Trust  Corporation. 

It  is  unfortunate  that  the  question  of  RTC  contract  management  is  before  us 
again.  This  issue  was  visited  last  March  when  the  full  Governmental  Affairs  Com- 
mittee focused  on  the  agency's  inabiUty  to  reconcile  the  records  of  the  RTC  regional 
ledger  with  those  of  the  failed  thrifts  it  was  acquiring.  The  substandard  contracting 
practices  associated  with  "Western  Storm"  resulted  in  wasting  about  $3  million  of 
taxpayers'  money. 

I  participated  in  last  March's  hearing  into  the  investigation  concerning  Western 
Storm.  At  that  time,  the  RTC  was  asked  to  reform  its  contracting  procedures.  More- 
over, we  were  told  that  the  RTC  would  organize  its  contracting  procedures.  I  had 
hoped  that  the  problem  of  contract  oversight  would  have  been  resolved,  apparently 
not. 

1  would  like  to  remind  my  colleagues,  that  not  only  did  we  look  into  contract  pro- 
cedures last  March,  we  also  reviewed  the  matter  in  September  of  1990,  when  then- 
director  of  Asset  and  Real  Estate  Management  Division,  Lamar  Kelly,  testified  that 
he  was  creating  and  implementing  contract  procedures.  That  was  £¥2  years  ago. 

And  now,  here  we  are  again  looking  into  charges  that  the  agency  paid  excessive 
amounts  for  photocopying  services — wnich  are  reported  to  be  in  the  area  of  $6  mil- 
lion. I  understand  that  Price  Waterhouse,  the  company  who  managed  the  copying, 
has,  in  the  wake  of  publicity  surrounding  this  matter,  has  renegotiated  its  contract 
so  that  $4  million  will  be  saved  on  future  bills.  The  fact  remains,  however,  that  the 
RTC  paid  approximately  $35  an  hour  to  individuals  operating  copying  machines. 

Furthermore,  these  charges  were  incurred  because  a  contract  was  signed  that  had 
neither  a  dollar  amount  nor  a  completion  date.  It  was  not  signed  by  a  contract  man- 
ager, nor  did  the  contract  comply  to  proposed  regulations  being  drafted  at  the  time 
by  the  RTC. 

I  would  like  to  add  that  as  one  who  has  criticized  the  use  of  public  funds  for  the 
bailout  of  failed  savings  and  loans,  I  am  extremely  concerned  that  charges  of  waste 
and  abuses  continue  to  be  raised,  particularly  in  light  of  recommendations  resulting 
from  Congressional  hearings,  attempts  to  legislate  reform  and  through  investiga- 
tions conducted  by  the  Inspector  General. 

I  know  that  the  RTC  is  exempt  from  standard  Federal  procurement  practices  be- 
cause of  its  mission.  However,  had  prudent  contracting  procedures  been  followed, 
coupled  with  oversight  controls,  I  believe  the  gross  misuse  of  Federal  money  could 
have  been  avoided. 

Although  the  RTC  is  not  bound  to  contract  practices  formulated  by  the  Federal 
Government,  it  does  have  an  obligation  to  negotiate  a  good  contract.  The  gross  over- 
runs reported  in  the  closing  of  HomeFed  is  a  reflection  of  the  disregard  of  public 
confidence  held  by  the  RTC. 

Although  today  we  are  here  to  learn  what  continues  to  be  wrong  with  the  RTC 
contracting  procedures,  I  would  again  like  to  remind  my  colleagues,  and  those  of  you 
who  are  testifying  today,  that  mismanagement  of  funds  only  takes  the  RTC  away 
from  its  appointed  task  of  selling  the  assets  of  failed  thrifts.  Congress  might  be 
spared  from  authorizing  the  use  of  additional  taxpayer  funds  if  the  RTC  were  more 
conscious  of  good  contracting  procedures. 

I  would  not  be  so  critical  ii  this  were  an  isolated  incident.  If  the  RTC  cannot  po- 
lice itself,  Congress  must,  and  will,  do  the  job.  Congress  should  reject  providing  fur- 
ther funding  to  the  RTC  unless  we  mandate  fundamental  reforms  to  correct  ac- 
counting and  internal  control  problems. 

I  appreciate  the  Chairman's  efforts  in  bringing  this  matter  before  the  Subcommit- 
tee and  look  forward  to  receiving  today's  testimony. 


Prepared  Statement  of  Senator  McCain 

As  a  new  member  of  the  Government  Affairs  Committee,  I  want  to  express  my 
pleasure  at  having  the  opportunity  to  serve  on  the  Regulation  and  Government  In- 
formation Subcommittee.  I  look  forward  to  working  with  Senator  Lieberman,  Sen- 
ator Cochran,  and  my  other  colleagues  on  the  Subcommittee  this  year. 

It  is  indeed  important  that  the  Subcommittee  hold  this  hearing  today  to  look  into 
the  cost  overruns  which  occurred  in  the  Resolution  Trust  Corporation's  contract  re- 
garding the  HomeFed  Savings  Association.  Media  reports  and  the  testimony  that 
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will  be  given  by  the  RTC's  Inspector  General  today  provide  a  disturbing  story  of  a 
contract  which  resulted  in  an  eggregious  waste  of  taxpayer  dollars. 

After  reviewing  the  facts  pertaining  to  the  alarming  cost  overruns  of  the  RTC's 
HomeFed  contract  with  Price  Waterhouse,  I  can  further  appreciate  the  feelings  of 
the  millions  of  Americans  who  are  angered  at  how  their  tax  dollars  are  managed 
and  spent  at  the  Federal  level. 

The  charges  for  cop3ang  services  paid  by  the  RTC  are  simply  indefensible.  When 
a  public  agency  is  paying  $.67  per  page  for  labor  costs  on  a  copying  contract — with 
no  cap  on  total  charges  to  the  agency — something  has  gone  very  wrong.  This  con- 
tract exposed  the  government  to  virtually  continual  cost  overruns,  and  a  loss  of  at 
least  $6  million  in  public  funds  is  the  result.  An  open-ended  agreement  that  has 
been  described  as  a  "contractor's  dream"  has  proved  to  be  a  taxpayers  nightmare. 

The  testimony  that  will  be  given  by  RTC  Inspector  General  John  Adair  concludes 
that  during  this  "clearly  avoidable  series  of  events,"  the  "RTC  management  dis- 
regarded policies  and  procedures  that  were  put  in  place  to  protect"  the  interests  of 
the  RTC  and  the  taxpayer  alike.  The  Inspector  General  found  that  the  HomeFed 
contract  debacle  serves  as  a  "case  study  of  a  deadUne  driven  organization"  that  is 
inadequately  focused  on  the  need  to  curtaU  costs. 

If  these  findings  are  accurate,  I  think  this  committee  may  have  to  re-evaluate  pre- 
vious pledges  by  RTC  officials  that  they  have  improved  and  reformed  their  contract- 
ing procedures,  and  need  no  new  procedures  or  congressional  oversight.  When  the 
Inspector  General  of  the  RTC  finds  that  "millions  have  been  wasted"  on  the 
HomeFed  contract  after  these  reforms  were  supposed  to  be  in  place,  it  may  be  nec- 
essary to  explore  additional  ways  to  ensure  that  RTC  officials  are  not  emphasizing 
the  rapid  sale  of  assets  to  the  detriment  of  prudent  financial  management. 

The  mistakes  made  by  RTC  officials  in  executing  and  managing  the  HomeFed 
contract  are  numerous  and  troubling.  The  RTC  paid  67  cents  per  page  for  labor 
costs  to  an  accounting  firm  for  what  has  been  described  as  "essentially  photocopying 
services."  To  highlight  iust  how  inflated  this  cost  is,  the  RTC's  Inspector  General 
found  that  the  agency  had  contracted  for  similar  services  with  another  firm  that 
processed  HomeFed  documents  for  one-sixth  the  cost  charged  by  Price  Waterhouse! 

Furthermore,  the  RTC  entered  into  a  contract  which  robbed  the  public  treasury 
by  accepting  hugely  excessive  mark-ups  on  the  costs  of  subcontracted  labor.  Price 
Waterhouse  hired  a  temporary-employee  firm  to  actually  perform  much  of  the  copy- 
ing work,  and  was  billed  by  this  subcontractor  for  $1.8  million  in  labor  costs  for  a 
two  month  period.  Before  passing  this  charge  along  to  the  RTC,  Price  Waterhouse 
marked  up  the  bill  125  percent,  which  resulted  in  a  bill  to  taxpayers  of  over  $4  mil- 
lion. 

Unfortunately,  this  was  not  the  worst  example  of  blatantly  excessive  billings  paid 
for  by  the  RTC.  The  agency  was  charged  a  mark-up  of  345  percent  for  the  labor 
costs  of  a  bilUng  manager  hired  by  Price  Waterhouse.  As  a  comparison,  the  Inspec- 
tor General's  report  states  that  the  Department  of  Defense  procurement  guidelines 
reveal  that  a  reasonable  mark-up  on  subcontracted  work  of  a  similar  nature  is  2 
percent. 

I'm  very  interested  in  the  explanations  for  these  errors  by  RTC  officials.  I  hope 
they  fully  recognize  that  the  agency  must  never  again  enter  into  contracts  that  have 
no  ceilings  on  costs,  or  that  at  least  contain  internal  review  procedures  that  activate 
once  cost  overruns  are  encountered.  In  the  case  of  the  HomeFed  contract  with  Price 
Waterhouse,  a  job  that  was  expected  to  cost  $4-$5  million  became  a  fiscal  disaster 
that  is  now  at  $25  million  "and  counting." 

Furthermore,  I'm  troubled  by  the  apparent  lack  of  action  by  senior  RTC  officials 
when  problems  with  the  HomeFed  contract  were  first  brought  to  their  attention. 
The  Inspector  General  states  that  the  RTC  delayed  for  several  months  before  seek- 
ing to  renegotiate  the  contract  with  Price  Waterhouse.  This  sluggishness  in  inves- 
tigating a  fairly  clear-cut  case  of  cost  overruns  raises  concerns  about  the  sincerity 
of  RTC  officials  respones  to  instances  of  inefficiency  and  waste. 

The  omission  of  the  RTC's  Contracts  and  Legal  Division  from  participation  in  the 
execution  of  the  HomeFed  contract  undoubtedly  helped  cause  the  many  problems 
brought  to  light  by  the  Inspector  General.  The  IG's  finding  that  the  RTC  did  not 
comply  with  their  internal  contract  approval  process  needs  to  be  thoroughly  ex- 
plored by  the  agency.  If  established  contracting  procedures  that  are  designed  to  pro- 
tect the  public's  investment  in  the  RTC  are  not  steadfastly  adhered  to,  this  Sub- 
committee will  again  have  to  bring  RTC  officials  before  us  to  explain  a  similar  situa- 
tion in  the  future. 

This  need  not  be  the  case.  RTC  officials  should  use  this  opportunity  to  tell  us 
their  views  on  how  the  HomeFed  problem  occurred,  and  how  they  will  prevent  it 
from  happening  again.  I'm  hopeful  that  today's  hearing  will  add  energy  and  deter- 
mination to  the  RTC's  efforts  to  properly  carry  out  their  challenging  and  unique  re- 
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sponsibilities  to  the  American  people.  In  reviewing  the  HomeFed  case,  such  a  re- 
dedication  to  effective  contract  management  is  evidently  necessary. 

Prepared  Statement  of  John  J.  Adair 

We  are  here  today  at  your  request  to  discuss  our  ongoing  audit  of  RTC's  contract 
with  Price  Waterhouse  for  services  at  HomeFed  Federal  Savings  Bank  (HomeFed) 
in  San  Diego,  California.  You  indicated  that  today's  hearing  would  address  several 
issues,  notably  the  cost  of  the  contract,  whether  RTC  has  paid  excessive  amounts 
for  the  services  delivered  under  the  contract,  and  whether  RTC  followed  its  own  re- 
quired procedures  and  good  contracting  practices  in  conducting  this  procurement. 

Your  letter  to  me  of  February  11,  1993,  indicated  that  the  Subcommittee  is  par- 
ticularly concerned  that  this  contract  may  have  resulted  from  substandard  contract- 
ing practices  similar  to  those  addressed  in  hearings  on  Western  Storm  last  March,  ^ 
and  may  reflect  continued  RTC  inattention  to  the  importance  of  contracting. 

I  will  begin  by  summarizing  our  findings  to  date.  I  want  to  stress  that  the  knowl- 
edge my  staff  has  gained  regarding  the  facts  surrounding  this  contract  with  Price 
Waterhouse  has  been  unusually  difficult  to  obtain  in  that  RTC  has  documented  so 
few  of  its  actions  along  the  way.  We  have  primarily  relied  on  interviews  and  on- 
site  observation  in  an  attempt  to  piece  together  the  various  parts  of  the  story. 

SUMMARY  OF  FINDINGS 

RTC  has  paid  about  $7  million,  or  67  cents  per  page  for  labor  only,  for  an  account- 
ing firm  to  perform  what  are  essentially  photocopying  services.  As  of  September  30, 
1992,  Price  Waterhouse  had  copied  over  10  million  documents.  RTC  has  obtained 
similar  services  at  a  cost  of  about  11.5  cents  per  page,  which  included  the  labor, 
copiers,  and  suppUes.  Therefore,  we  estimate  that  RTC  may  have  incurred  excessive 
costs  of  more  than  $6  million  through  September  1992  and  an  undetermined 
amount  from  October  1992  to  date.  A  portion  of  the  $7  million  that  RTC  has  paid 
to  Price  Waterhouse  is  for  subcontracted  services  that  are  "marked  up"  by  the  con- 
tractor and  billed  to  RTC  at  an  amount  in  excess  of  what  Price  Waterhouse  actually 
paid  for  these  services.  Some  of  these  "mark-ups"  exceeded  340  percent  but  are  al- 
lowable under  the  contract  that  RTC  entered  into  with  Price  Waterhouse. 

To  perform  these  photocopying  services  and  document  management  functions, 
Price  Waterhouse  has  brought  in  approximately  700  staff  from  over  60  of  its  offices 
in  the  United  States,  including  Hawaii  and  Alaska,  and  Canada  and  Mexico.  At  one 
point,  about  1,300  Price  Waterhouse  and  its  subcontracted  employees  were  on  site. 
Essentially,  Price  Waterhouse  is  being  paid  an  average  of  $35  per  hour  for  its 
photocopying  services  and  has  produced  an  average  of  51  copies  per  hour.  RTC  is 
also  paying  for  all  related  travel  costs,  which  totalled  $2.3  million  as  of  September 
15,  1992.  We  noted  several  instances  where  employees  brought  in  fi-om  Price 
Waterhouse's  out-of-state  offices  worked  on  the  project  for  fewer  than  40  hours  be- 
fore returning  home. 

We  do  not  know  how  much  the  cop3dng  and  document  management  has  cost  to 
date.  While  Price  Waterhouse  was  supposed  to  submit  bills  every  2  weeks,  the  bills 
it  has  submitted  that  my  office  has  seen  are  only  for  work  performed  through  Sep- 
tember 30,  1992.  The  costs  for  Price  Waterhouse  s  work  could  exceed  $25  million  in 
the  end,  with  a  significant  portion  being  for  photocopying  services. 

What  recourse,  if  any,  does  RTC  have?  From  a  legal  standpoint,  it  would  appear 
that  RTC  has  little  contractual  recourse.  Although  Price  Waterhouse's  work  was 
considered  a  major  task,  RTC  wrote  a  page  and  a  half  "contract"  that  provided  no 
protection  to  the  Corporation  and  gave  the  contractor  carte  blanche.  (A  copy  of  the 
"contract"  is  attachea.)  In  fairness  to  Price  Waterhouse,  RTC  allowed  the  firm  to, 
in  effect,  charge  these  amounts  and  perform  these  services.  The  result  is  what  we 
consider  to  be  excessive  charges. 

Based  on  our  recommendations,  RTC's  Office  of  Contracts  is  now  renegotiating 
the  rates  charged  by  Price  Waterhouse  and  agreed  to  by  RTC.  Why  does  RTC  now 
find  itself  in  the  position  of  trying  to  renegotiate  a  flawed  contract/  To  answer  that 
question  we  need  to  go  back  to  almost  a  year  ago. 


'Western  Storm  refers  to  a  project  run  by  RTC's  Denver  Office.  Our  February  1992  report 
concluded  that  management  acted  inappropriately  in  contracting  for  the  project  by  not  following 
established  contracting  policies  and  procedures,  not  establishing  realistic  goals  and  strategies 
before  undertaking  such  a  large  project,  not  exploring  less  costly  alternatives,  not  following  dele- 
gations of  authority,  and  inadequately  overseeing  the  project,  wasting  about  $3  million  in  the 
process. 
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CHRONOLOGY  OF  EVENTS 

In  February  1992,  the  Office  of  Thrift  Supervision  (OTS)  identified  HomeFed  as 
an  institution  to  be  resolved.  HomeFed  was.  the  eighth  largest  savings  institution 
in  the  United  States,  having  approximately  $13  billion  in  assets. 

To  resolve  HomeFed  quickly  and  at  the  lowest  possible  cost  to  the  taxpayers,  OTS 
and  RTC  jointly  decided  on  April  3,  1992,  to  use  a  modified  version  of  the  Acceler- 
ated Resolution  Program  (ARP),  where  RTC  attempts  to  sell  an  institution  before 
it  is  taken  into  conservatorship.  RTC  also  decided  to  incorporate  elements  of  its  Co- 
ordinated Institution  Marketing  (CIM)  Program.  Simply  put,  RTC  wanted  to  offer 
ft-anchise  buyers  an  opportunity  to  purchase  not  just  the  liabilities  (deposits)  but 
also  the  assets  of  the  mstitution.  According  to  RTC,  this  type  of  offering  increases 
the  competition  for  the  assets,  which  in  turn  should  increase  the  dollar  amount  of 
the  bids  received.  At  that  time,  RTC  had  not  attempted  a  combination  of  an  ARP 
and  a  CIM. 

OTS  and  RTC  agreed  to  a  September  30,  1992,  sales  deadline  for  the  institution— 
a  very  ambitious  goal  that  would  prove  to  be  unrealistic  in  the  end.  This  deadline 
became  the  driving  force  for  many  actions  taken  by  RTC  staff  working  on  the 
project. 

On  April  7,  1992,  RTC  hired  Kenneth  Leventhal,  another  accounting  firm,  to  per- 
form a  feasibility  study  to  determine  the  actions  needed  to  meet  the  September  30 
sales  deadline.  During  the  study,  Kenneth  Leventhal  determined  that  RTC  would 
need  a  total  of  five  due  diligence  ^  contractors  and  a  "management  and  continuity 
contractor."  Ordinarily,  a  single  firm  would  be  engaged  to  perform  the  due  diligence 
function.  However,  because  of  the  size  of  HomeFed  and  the  anticipated  September 
30  deadline,  Kenneth  Leventhal  recommended  additional  resources  in  its  feasibility 
report. 

On  April  28,  1992,  the  program  office  staff  solicited  for  the  management  and  con- 
tinuity contractor  and  required  a  response  two  days  later.  By  April  30,  three  firms — 
Price  Waterhouse,  Kenneth  Leventhal,  and  Grant  Thornton — submitted  proposals 
for  the  management  and  continuity  work.  The  next  day,  Kenneth  Leventhal  for- 
mally presented  its  feasibility  study  to  RTC.  It  is  interesting  to  note  that  Kenneth 
Leventnal  concluded  that  "the  completion  of  the  due  diligence  process  within  the 
specified  time  constraints  will  be  a  difficult  and  challenging  task  due  to  the  large 
number  of  assets  held  by  HomeFed  Bank  and  the  relatively  compressed  timeframe." 

On  or  about  May  1,  the  program  office  staff  reviewed  the  three  proposals  received 
and  determined  that  Grant  Thornton  had  submitted  the  lowest  blended  hourly  rate. 
At  this  time,  RTC  did  not  have  a  formal  cost  estimate,  but  based  on  its  experience, 
it  knew  the  cost  "would  be  a  lot." 

On  May  4,  1992,  Grant  Thornton  arrived  at  HomeFed  to  begin  the  management 
and  continuity  work,  and,  on  the  same  day,  RTC  presented  the  feasibility  study 
findings  to  OTS.  The  next  day,  RTC  formally  executed  a  management  and  continu- 
ity contract  with  Grant  Thornton. 

Three  days  later  (May  8),  RTC's  National  Sales  Center  Director  told  his  staff  to 
take  away  Grant  Thornton's  management  and  continuity  responsibilities.  We  were 
told  that  there  were  a  number  of  reasons  for  this  action.  For  example,  according  to 
RTC  staff.  Grant  Thornton  had  been  told  not  to  staff  the  HomeFed  project  with  indi- 
viduals fi-om  the  other  institution  where  Grant  Thornton  was  perforrning  due  dili- 
gence work — Investors  Federal  Savings  Bank  in  Richmond,  Virginia — ^but  Grant 
Thornton  did  so  anyway.  Also,  RTC  staff  said  Grant  Thornton  was  not  copying  col- 
lateral files  quickly  enough  to  keep  due  diligence  contractors  occupied  when  they 
were  scheduled  to  arrive  the  following  week.  After  "cancelling^'  the  Grant  Thornton 
contract,  RTC  verbally  notified  the  two  losing  bidders  to  submit  revised  bids.  In  ret- 
rospect, these  problems  with  the  first  management  and  continuity  contractor  were 
early  indications  of  deficiencies  in  RTC's  planning  and  contracting  for  HomeFed. 

On  May  9  and  10  (within  2  days  of  asking),  RTC  received  revised  bids.  One  day 
later,  the  due  diligence  contractors  arrived  at  HomeFed.  On  May  13,  RTC  divided 
the  management  and  continuity  work  among  Grant  Thornton,  Price  Waterhouse, 
and  Kenneth  Leventhal.  On  that  same  day,  Price  Waterhouse  reported  to  HomeFed 
to  take  over  Grant  Thornton's  previously  contracted  responsibilities  relating  to  docu- 
ment management. 

Two  days  later  (May  15),  RTC  learned  that  HomeFed's  asset  files  were  under  a 
Department  of  Justice  subpoena.  Documentation  supports  that  RTC  did  not  learn 


2  Due  diligence  involves  data  collection  to  prepare  investor  files,  property  inspection,  market 
analysis,  cash  flow  analysis,  asset  valuation,  and  preparation  of  asset  pools.  Potential  investors 
use  the  information  collected  and  analyzed  during  the  due  diligence  process  to  tissist  in  their 
determination  of  a  bid  price  for  the  assets. 
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of  the  subpoena  until  May  15.  It  is  disturbing  to  note  that  OTS  and  others  had 
much  earher  knowledge  of  the  subpoena,  but  RTC  was  not  aware  of  its  existence 
until  this  time.  OTS  knew  of  the  subpoena  on  January  17,  1992,  the  day  it  was 
served  on  HomeFed.  The  subpoena  drastically  limited  access  to  original  HomeFed 
files,  thus  necessitating  some  increase  in  controls  over  the  files. 

On  June  12,  1992,  RTC  determined  that  because  of  a  lack  of  funding,  HomeFed 
could  not  be  resolved  under  the  modified  ARP.  Two  days  later,  in  light  of  Depart- 
ment of  Justice  demands,  Price  Waterhouse  issued  document  control  procedures  de- 
signed to  track  and  document  the  movement  of  asset  files.  Prior  to  this  time,  Price 
Waterhouse  copying  and  document  management  activities  were  well  under  way  and 
expanding  daily. 

OIG  ACTION  ON  ALLEGATIONS 

On  July  31,  1992,  we  received  an  anonymous  letter  by  way  of  our  Hotline  alleging 
mismanagement,  waste,  and  abuse  by  Price  Waterhouse  in  carrying  out  its  contract 
at  HomeFed.  The  letter  alleged  that  (1)  an  excessive  number  of  Price  Waterhouse 
professionals  were  assigned  to  the  contract,  (2)  95  percent  of  the  work  was  being 

f)erformed  by  temporaries,  (3)  unnecessary  and  excessive  charges  were  incurred  for 
odging,  car  rental,  and  airline  travel,  (4)  Price  Waterhouse  was  over-hiring  tem- 
poraries, and  (5)  Price  Waterhouse  was  not  adequately  tracking  its  billable  nours. 
We  performed  a  preliminary  review  to  determine  the  merits  of  the  allegation. 
Based  on  the  results  of  this  review  and  because  of  the  similarities  of  the  issues  to 
Western  Storm,  we  began  a  fiall  audit  in  September  and  shortly  thereafter  we  noti- 
fied RTC  management  of  our  audit. 

In  October,  we  also  elevated  our  concerns  to  RTC's  President  and  Chief  Executive 
Officer.  On  October  19,  1992,  in  one  of  my  weekly  meetings  with  Mr.  Casey,  I  pro- 
vided him  with  a  copy  of  an  internal  memorandum  issued  to  me  by  my  Assistant 
Inspector  General  for  Audit.  This  memorandum  laid  out  in  detail  our  preliminair 
findings  on  the  allegations  and  highlighted  the  weaknesses  in  the  contract.  All  told, 
on  at  least  10  occasions  between  October  1992  and  February  1993,  I  provided  writ- 
ten updates  on  the  HomeFed  audit  to  senior  management.  I  provided  Mr.  Casey  in- 
formation on  our  updated  findings  through  detailed  agendas  prepared  for  several  of 
our  weekly  meetings  as  well  as  through  copies  of  my  correspondence  with  RTC's 
Oversight  Board.  This  correspondence  consists  of  monthly  briefing  documents  that 
are  distributed  to  the  Board  Chairman  and  all  Board  members,  including  Mr. 
Casey. 

In  addition,  since  it  appeared  that  senior  management  was  not  taking  action  in 
response  to  our  earlier  warnings  and  realizing  that  the  contract  was  due  to  expire 
but  work  was  continuing,  we  wrote  to  RTC's  Director,  Office  of  Contracts,  on  Decem- 
ber 21,  1992,  urging  him  to  immediately  renegotiate  the  contract.  By  this  time,  we 
had  uncovered  another  disturbing  element — the  excessive  mark-ups  that  Price 
Waterhouse  was  charging  RTC  for  its  subcontracted  work.  Copies  of  our  memo  to 
the  Director  of  the  Department  of  Contracts  were  given  to  RTC's  Senior  Vice  Presi- 
dent and  Chief  Financial  Officer,  who  was  primarily  responsible  for  resolving 
HomeFed,  and  to  Mr.  Casey.  It  was  not  imtil  February  5,  1993,  that  RTC  began 
renegotiating  with  Price  Waterhouse. 

In  a  Washington  Post  newspaper  article  on  February  13,  1993,  an  RTC  official 
claimed  that  RTC  was  not  aware  of  our  findings  until  quite  recently,  which  I  find 
to  be  astounding.  Your  letter  to  me  dated  February  16,  1993,  asked  me  to  submit 
copies  of  all  related  correspondence  and  meeting  notes  documenting  the  various  no- 
tifications that  were  made  to  RTC  management,  and  I  have  provided  that  informa- 
tion. 

HOW  DID  THIS  HAPPEN? 

How  could  RTC  award  such  a  large  contract  with  virtually  no  controls  or  protec- 
tion? Essentially,  RTC's  senior  management,  in  conjunction  with  OTS,  set  a  dead- 
line to  resolve  HomeFed  without  properly  planning  for  what  lay  ahead.  Senior  man- 
agement's sales  driven  focus  dictated  the  pace  and  actions  that  followed.  The  dead- 
Une  became  RTC's  goal.  As  a  result,  RTC  ignored  contracting  policies,  procedures, 
internal  controls,  and  overall  costs. 

The  Office  of  Contracts  and  the  Legal  Division  Were  Not  Involved 

RTC's  program  office  personnel  did  not  involve  two  key  components  of  any  con- 
tracting effort — the  Office  of  Contracts  and  the  Legal  Division.  Program  office  per- 
sonnel were  allowed  to  write  and  execute  the  contract,  and,  as  a  result,  key  ele- 
ments were  missing.  According  to  RTC's  policies  and  procedures,  the  program  office 
is  primarily  responsible  for  determining  that  a  contracting  need  exists,  providing  a 
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clear  definition  of  the  work  needed,  estimating  costs,  and  suggesting  possible 
sources  for  solicitation.  On  the  other  hand,  the  Office  of  Contracts  and  the  Legal 
Division  ensure  that  RTC's  interests  Eire  protected  and  that  key  controls  are  in- 
cluded in  the  contract.  The  Office  of  Contracts  and  Legal  should  be  involved  to  di- 
rect the  contracting  process  to  ensure  that 

•  services  needed  are  adequately  defined,  complete,  and  clear; 

•  firms  providing  the  needed  services  have  been  identified  and  solicited; 

•  proposals  are  evaluated  on  a  consistent  basis  in  order  to  determine  the 
best  and  most  qualified  firm  to  perform  the  work; 

•  negotiations  are  held  to  obtain  the  best  price; 

•  the  appropriate  contracting  vehicle  is  used; 

•  the  award  has  been  authorized;  and 

•  the  contracted  services  are  within  the  fimding  limitations  of  the  contract- 
ing vehicle  being  used. 

Had  the  Office  of  Contracts  and  the  Legal  Division  had  input  in  these  areas,  we 
believe  that  many  of  the  ensuing  contracting  problems  would  have  been  avoided. 

An  Inappropriate  Contracting  Vehicle  Was  Used 

The  program  office  issued  the  contract  using  a  task  order  agreement  designed  for 
completely  different  services.  The  task  order  agreement  used  was  for  obtaining  asset 
valuation  reviews  (AVR),^  which  are  generally  awarded  on  a  fixed  price  basis  and 
average  about  $30,000  per  review.  On  the  other  hand,  the  management  and  continu- 
ity contract  dealt  primarily  with  coordinating  the  activities  of  other  contractors  and 
photocopying.  It  was  awarded  as  a  time-and-materials  contract,  which,  according  to 
subsequent  discussions  with  the  AVR  contract  coordinator,  would  cost  $5  million. 
However,  there  is  no  documentation  supporting  this  estimate.  To  justify  the  use  of 
the  AVR  task  order  agreement,  RTC's  Department  of  Resolutions  added  an  AVR  re- 
quirement to  the  responsibilities  assigned  to  Grant  Thornton.  There  were  no  AVR 
responsibilities  assigned  to  Price  Waterhouse.  RTC's  own  internal  documentation 
states  that  AVR  work  would  be  minimal,  if  any.  Furthermore,  the  AVR  contract  co- 
ordinator subsequently  told  us  that  using  the  AVR  task  order  agreement  "was  a 
stretch." 

Instead  of  using  this  task  order,  RTC  should  have  assessed  the  nature  of  the  work 
to  be  done,  determined  the  appropriate  expertise  to  accomplish  the  tasks,  and  solic- 
ited firms  accordingly.  Essentially,  we  question  RTC's  need  for  an  accounting  firm 
to  perform  the  types  of  tasks  in  the  agreement.  For  example,  were  the  capabilities 
of  an  accounting  firm  necessary  to 

•  arrange  for  copying  of  files  and  fiche, 

•  arrange  for  copying  of  investor  information, 

•  record  and  distribute  minutes  of  daily  due  diligence  contractors'  meet- 
ings, 

•  monitor  "hand  off"  of  assets  between  contractors,  and 

•  prepare  and  maintain  a  schedule  of  personnel  for  each  due  diligence  con- 
tractor required  to  staff  the  "war  room?" 

We  think  not.  In  our  view,  these  tasks  could  have  been  performed  by  RTC  person- 
nel in  conjunction  with  contractors  skilled  in  document  management  and 
photocopying. 

The  Proper  Delegations  of  Authority  Were  Not  Followed 

The  program  offices  did  not  follow  the  Corporation's  delegations  of  authority. 
RTC's  delegations  in  effect  at  the  time  were  very  clear  and  senior  management  was 
well  aware  of  their  applicability.  Specifically,  the  delegations  state  "authority  to  exe- 
cute competitive  contracts  pertains  to  the  administrative  function  of  soliciting  for 
and  actually  entering  into  contracts.  As  such,  it  is  a  support  function  requiring  tech- 
nical expertise  in  the  contracting  area." 

Furthermore,  the  delegations  state  that  ".  .  .  it  does  not  authorize  RTC  man- 
agers to  actually  execute  contracts;  that  must  be  accomplished  through  established 
contracting  channels,"  which  means  that  contracts  must  be  signed  by  a  contracting 
officer.  Program  office  officials  are  only  authorized  to  initiate  the  contract  process 
within  their  delegated  expenditure  authorities.  In  this  case,  we  found  no  evidence 
that  the  proper  authority  was  received. 


'The  goal  of  the  AVR  is  to  estimate  the  value  of  assets  of  a  failing  savings  institution.  Gen- 
erally, AVR  contractors  review  both  a  dollar  volume  of  assets  and  a  certain  number  of  assets 
to  determine  a  valid  estimate  of  the  total  loss  in  the  asset  portfolio.  This  estimated  loss  is  criti- 
cal because  it  flows  into  RTC's  resolution  cost  model  and  is  used  to  estimate  the  most  cost-effec- 
tive method  of  resolving  the  institution. 
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The  delegations  are  a  key  control  of  the  Corporation.  Prudent  fiscal  management 
requires  that  planned  expenditures  be  reviewed  prior  to  procurement.  This  review 
is  intended  to  achieve  the  most  effective  and  economic  use  of  amounts  made  avail- 
able, to  provide  for  contingencies,  and  to  bring  about  savings.  Delegations  are  the 
vehicle  by  which  this  review  is  achieved. 

RTC  Interests  Were  Not  Protected 

The  May  13,  1992,  contract  with  Price  Waterhouse  signed  bv  the  Department  of 
Resolutions  was  a  page  and  a  half  document  that  contained  only  a  brief  description 
of  the  management  and  continuity  contractor's  key  responsibilities  pulled  from  the 
feasibility  study;  a  reference  to  the  agreed-upon  hourly  rates;  instructions  to  invoice 
RTC  twice  a  month;  and  a  period  of  performance  which  began  on  May  4,  1992,  and 
could  extend  through  the  end  of  1992. 

This  time-and-materials  contract  contained  no  maximum  ceiling  price;  no  maxi- 
mum on  the  amount  of  travel  costs  that  RTC  would  reimburse;  no  time  limit  or  pe- 
riod of  performance;  no  delivery  dates  or  schedules;  no  schedule  of  "deliverables," 
including  work  products  and  progress  reports;  no  acceptance  criteria;  no  penalties 
for  late  delivery;  and  no  terms  for  cancelling  the  contract.  A  Senior  Attorney  in  the 
Contracts  Section  of  RTC's  Legal  Division  characterized  this  contract  as  "a  contrac- 
tor's dream." 

Perhaps  the  most  striking  example  of  the  contract's  flaws  is  its  lack  of  a  provision 
limiting  mark-ups  on  subcontracted  labor.  Our  analysis  of  the  costs  paid  by  Price 
Waterhouse  to  firms  providing  the  temporary  and  professional  employees  compared 
to  the  billings  Price  Waterhouse  submitted  to  RTC  for  these  employees  shows  that 
Price  Waterhouse  has  realized  excessive  mark-ups  on  labor  costs. 

For  example,  for  the  period  from  June  1  through  July  31,  1992,  a  temporary  agen- 
cy billed  Price  Waterhouse  $1,791,060  in  straight  time  and  overtime  for  clerical  em- 
ployees and  clerical  supervisors.  For  the  same  period,  Price  Waterhouse  billed  RTC 
$4,036,127  for  these  temporary  employees  using  its  proposed  hourly  labor  rates,  re- 
alizing a  mark-up  of  $2,245,067  or  125  percent.  For  the  pay  period  ending  Septem- 
ber 30,  1992,  Price  Waterhouse's  mark-up  had  increased  to  198  percent  for  tem- 
porary employees. 

In  another  instance.  Price  Waterhouse  hired  a  billing  manager  through  a  tem- 
porary agency  at  a  rate  of  $1,505  per  week.  Price  Waterhouse  billed  the  billing  man- 
ager to  RTC  at  a  rate  of  $6,700  per  week,  a  mark-up  of  345  percent. 

We  note  that  Price  Waterhouse's  overall  risk  on  this  contract  is  minimal — Price 
Waterhouse  incurs  little  or  no  additional  overhead  or  personnel  costs  as  a  result  of 
using  these  temporary  employees,  most  employees  are  not  using  Price  Waterhouse's 
facilities  or  equipment.  Price  Waterhouse  is  not  penaUzed  for  late  delivery,  and 
Price  Waterhouse  can  bill  RTC  for  correcting  mistakes  or  errors.  Accordingly,  we  be- 
lieve that  a  substantially  lower  mark-up  rate  would  have  been  appropriate.  As  an 
example,  under  Defense  Federal  Acquisition  Regulations,  a  reasonable  mark-up  rate 
on  the  subcontracted  labor  would  be  2  percent  based  on  the  low  level  of  risk  associ- 
ated with  this  contract.  Of  note,  in  many  contracts  RTC  issues,  such  as  its  asset 
management  contracts,  RTC  allows  no  mark-up  on  subcontract  costs. 

As  I  earlier  stated,  the  time-and-materials  contract  did  not  contain  measurable 
criteria  that  could  be  used  to  evaluate  Price  Waterhouse's  progress  and  respective 
costs.  As  a  result,  effective  oversight  was  precluded.  For  a  time-and-materials  con- 
tract such  as  this,  real-time  reviews  of  contractor  performance  and  cost  are  manda- 
tory for  control  purposes.  These  reviews  did  not  occur. 

RTC  also  did  not  require  Price  Waterhouse  to  provide  any  productivity  targets  or 
measures  regarding  the  number  of  copies  to  be  made  in  a  particular  time  frame  and 
the  number  of  employees  required  to  accomplish  the  tasks.  Furthermore,  RTC  did 
not  perform  any  floor  checks  to  confirm  attendance  or  to  ensure  that  staff  were  pro- 
ductively employed. 

WHAT'S  THE  BOTTOM  LIhfE? 

Millions  have  been  wasted.  A  deadline  was  set,  and,  to  meet  this  deadline,  RTC 
management  disregarded  policies  and  procedures  that  were  put  in  place  to  protect 
RTC's  and  the  taxpayer's  interests.  R'TC's  contracting  policies  and  procedures  and 
the  levels  of  approval  outlined  in  the  Delegations  of  Authority,  which  are  key  con- 
trols within  RTC,  are  very  clear  but  were  not  followed. 

We  recognize  that  shortly  after  Price  Waterhouse  began  its  work  at  HomeFed, 
RTC  learned  of  the  Department  of  Justice  subpoena,  which  somewhat  altered  the 
tasks  anticipated.  But,  knowledge  of  the  subpoena  also  offered  RTC  management  an 
opportunity  to  get  this  contract  under  control.  However,  we  found  no  evidence  that 
at  that  time,  those  involved  considered  the  impact  of  the  subpoena  on  costs  or  reas- 
sessed their  planned  approach.  Had  they  reevaluated  the  circumstances,  we  believe 
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that  they  would  have  gained  a  better  understanding  of  the  tasks  involved  and  real- 
ized that  even  with  the  subpoena,  the  services  of  approximately  700  members  of  an 
accounting  firm  were  not  necessary  for  photocopying  ser^^ices. 

Based  on  interviews  with  RTC  staff  and  review  of  the  few  pertinent  documents 
that  exist,  it  does  not  appear  that,  at  any  time,  those  responsible  considered  the 
costs  of  the  contract.  From  the  start,  there  was  no  sound  estimate  of  what  the  con- 
tract could  ultimately  cost.  As  the  work  progressed,  there  were  no  comparisons  of 
budget  to  actual  billings  because  no  detailed  budget  existed  and  because  after  No- 
vember 1992,  RTC  received  no  additional  billings.''  Although  work  continues  to  this 
day,  the  contract  has  never  been  entered  into  the  RTC's  Contracting  Activity  Re- 
porting System,  which  is  intended  to  be  a  mauiagement  tool  to  identify  and  report 
on  contracts. 

In  its  follow-up  study  on  the  contracting  deficiencies  discovered  in  RTC's  Western 
Storm  project,  GAO  stated:  "Overall,  we  believe  that  RTC's  mindset  undervalued 
contracting,  even  though  RTC  extensively  used  private  sector  contractors  to  accom- 
plish its  mission.  This  mindset  led  to  fundamental  weaknesses  in  RTC's  contracting 
system  and  permitted  Western  Storm  to  occur."  ^  We  share  this  view.  We  have  re- 
peatedly reported  that  deadlines  to  sell  took  precedence  over  contracting  and  other 
procedures  intended  to  ensure  efficient,  economical,  and  prudent  operations. 

This  same  attitude  was  prevalent  in  several  other  prior  RTC  initiatives,  such  as 
RTC's  information  management  systems  efforts  and  one  of  its  largest  auctions.  We 
have  been  issuing  reports  on  these  and  similar  endeavors  since  May  1991.  For  each 
of  these  costly  initiatives,  we  have  reported  to  senior  management  similar  defi- 
ciencies in  planning,  contract  solicitation  and  award,  and  contractor  oversight.  Cor- 
recting these  deficiencies  could  save  RTC  millions. 

Our  work  on  this  contract  demonstrates  again  that  RTC's  efforts  have  fallen  short 
of  what  is  necessary  to  prevent  unnecessary  situations  and  wasteful  spending  from 
occurring.  It  is  the  responsibility  of  the  Senior  Vice  Presidents  to  ensure  that  all 
relevant  parties  are  involved  in  any  contracting  effort,  that  policies  and  procedures 
and  the  delegations  of  authority  are  adhered  to,  and  that  costs  are  identified  and 
contained  to  the  maximum  extent  possible.  Furthermore,  RTC  management  has  not 
adequately  implemented  a  number  of  our  recommendations  related  to  contracting. 
In  the  case  of  Western  Storm,  our  report  was  issued  in  March  1992,  but  four  rec- 
ommendations remain  unresolved. 

CONCLUSION 

Mr.  Chairman,  it  is  unfortunate  that  I  have  to  be  here  today  to  report  on  what 
was  clearly  an  avoidable  series  of  events.  RTC  has  contracting  policies  and  proce- 
dures that,  if  followed,  would  protect  the  Corporation's  interests.  The  events  that 
I  have  recounted  to  you  today  are  a  case  study  of  a  deadline  driven  organization 
and  what  can  and  will  take  place  in  such  an  atmosphere.  If  this  deadline  driven 
atmosphere  is  not  tempered  with  prudent  planning  and  serious  attention  to  cost 
containment  and  accountability,  I  can  assure  you  that  I  will  be  before  you,  or  other 
congressional  committees,  to  again  report  on  problems  such  as  these. 

Mr.  Chairman,  this  concludes  my  statement.  I  will  be  pleased  to  answer  any  ques- 
tions you  or  the  Members  of  the  Subcommittee  may  have. 

Prepared  Statement  of  Albert  V.  Casey 

Good  nrioming,  Mr.  Chairman  and  Members  of  the  Subcommittee.  I  welcome  the 
opportunity  to  appear  today  to  address  the  various  contracts  entered  into  by  the 
RTC  as  it  has  attempted  to  resolve  HomeFed  Bank,  San  Diego,  California.  As  re- 
quested, I  am  accompanied  today  by  William  Roelle,  Paul  Ramey,  Ann  Hewitt,  Gor- 
don Diachenko,  and  Karen  Szymanski.  In  addition,  senior  RTC  contracting  officers 
are  present  to  answer  any  questions  you  may  have  on  this  matter. 

Before  I  begin  detailing  the  genesis  of  this  contract,  how  it  fit  into  our  overall  ap- 
proach of  dealing  with  HomeFed,  and  how  the  contract  was  awarded  and  monitored, 
I  would  like  to  make  three  points. 

First,  the  RTC  recognizes  the  importance  of  contracting.  We  are  greatly  concerned 
about  the  problems  exposed  by  Western  Storm,  which  the  full  Governmental  Affairs 
Committee  examined  last  spring,  and  many  improvements  and  contracting  safe- 
guards have  been  established.  I  will  cover  these  improvements  in  greater  detail 
later  in  my  testimony,  but  they  are: 


■♦The  November  bill  covered  costs  through  September  30,  1992. 

6  GAO/GGD-93-8R,  RTC  Western  Storm  Follow-up,  December  4,  1992. 
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•  A  total  revision  last  June  of  our  Contracting  Policies  and  Procedures  Manual 
(CPPM),  which  streamlined  roles  and  responsibilities; 

•  The  establishment  of  a  Washington  contracts  imit  to  assist  in  monitoring  con- 
tract operations  in  our  six  major  field  offices.  This  group  provides  guidance 
to  field  contracting  personnel  on  policy  and  procedure,  and  on  all  specific  con- 
tract related  issues,  including  interpretation  of  policy  matters; 

•  New  training  courses  for  RTC  employees  on  the  CPPM; 

•  The  development  of  a  comprehensive  system  to  independently  verify  our  con- 
tractors' compliance  with  fitness  and  integrity  regulations  (most  other  Federal 
agencies  rely  on  self-certification); 

•  One  of  the  most  aggressive  systems  in  the  Federal  Government  for  identifying 
fraud  by  contractors; 

•  A  procedure  to  allow  contractors  to  file  bid  protests  when  the  contractor  be- 
lieves that  an  award  has  not  been  made  in  accordance  with  RTC  procedures; 

•  A  competition  advocacy  program;  and 

•  An  active  program  of  post  award  audits  and  reviews  which  provide  independ- 
ent reviews  to  ensure  that  the  contractor  is  performing  satisfactorily,  has  an 
adequate  internal  control  environment,  and  is  only  billing  RTC  for  work  prop- 
erly done  under  the  contract. 

Second,  this  case  does  not  represent  a  system  breakdown  similar  to  that  which 
occurred  in  the  Western  Storm  project.  While  some  mistakes  were  made  in  the  issu- 
ance of  the  task  order  for  this  contract,  it  was  competed;  the  contract  work  was  ex- 
tensively overseen  by  RTC  employees;  and  the  worlt  product  was  responsive  to  the 
contract's  requirements. 

Finally,  many  developments  beyond  the  control  of  the  RTC  influenced  the  evo- 
lution of  this  work.  As  will  be  clear  fi'om  our  testimony  today,  the  RTC  does  not 
operate  in  a  vacuum.  All  of  our  actions  must  be  coordinated  with  other  government 
agencies,  private  sector  contractors,  private  investors,  and  the  Congress  itself 

In  the  case  of  HomeFed,  a  $12  billion  thrift  and  the  largest  ever  taken  over  by 
the  RTC,  our  actions  were  affected  radically  by  a  DOJ  subpoena  of  all  HomeFed  doc- 
uments, the  first  blanket  subpoena  we  have  encountered  to  date,  forced  us  to  de- 
velop a  whole  new  document  management  manual,  and  dramatically  increased  the 
cost  and  overall  number  of  copies  made.  In  particular,  in  order  to  satisfy  RTC's 
operational  need  for  original  transactional  docxmients  (promissory  notes,  mortgages, 
certificates  of  deposit,  loan  agreements,  etc.)  the  U.S.  Attorney  agreed  to  accept  cop- 
ies of  transactional  documents,  while  RTC  would  deliver  originals  of  other  docu- 
ments and  retain  copies  for  itself.  In  order  to  permit  the  U.S.  Attorney  to  use  the 
copies  as  evidence  (meeting  the  technical  requirements  of  the  Federal  Rules  of  Evi- 
dence, maintaining  the  chain  of  custody,  and  providing  complete,  high-quality,  and 
orderly  copies)  certain  extraordinary  measures  were  required  in  the  copying  process. 
The  documents  (some  of  which  were  valuable  in  themselves)  had  to  be  protected 
against  loss  or  damage;  HomeFed  and  the  contractor  selected  for  copying  had  to 
maintain  a  document  control  log;  copying  had  to  be  supervised  by  a  HomeFed  em- 
ployee with  knowledge  of  the  books  and  records  of  the  institution;  each  copy  had 
to  be  compared  with  the  original;  each  copy  had  to  be  certified  by  the  supervising 
HomeFed  employee;  and  the  documents  had  to  be  maintained  in  the  same  order  in 
which  they  were  kept  in  HomeFed's  files. 

Eventually,  10.4  million  copies  were  made,  which  included  the  copies  required  by 
Justice,  which,  if  stacked,  would  equate  to  over  six  Washington  Monuments  on  top 
of  one  another.  It  is  important  to  keep  in  mind  that  the  actual  copying  of  these  doc- 
uments represented  a  very  small  percentage  of  the  cost.  Quality  assurance,  manage- 
ment control,  bar  code  development,  logging  and  tracking,  and  other  requirements, 
comprised  this  monumental  task.  Many  questions  have  been  raised  publicly  concern- 
ing an  allegation  that  the  per  copy  cost  of  the  copying  project  was  67  cents.  We  be- 
lieve that  this  statement  has  led  to  unfair  and  misleading  analogies  under  these  cir- 
cumstances. It  is  highly  misleading  to  say  the  cost  of  copying  was  67  cents  per  page. 
The  remainder  of  the  cost  for  copying  was  the  result  of  the  elaborate  document  con- 
trol and  logging  procedures  PW  was  required  to  implement  by  RTC  and  the  DOJ. 
It  is  inappropriate  to  compare  those  procedures  with  the  customary  operation  of  a 
photocopy  machine. 

Ultimately,  the  institution  has  not  been  resolved.  The  OTS  placed  HomeFed  into 
RTC  conservatorship  on  July  6,  1992.  Given  the  lack  of  funding  to  support  a  com- 
prehensive simultaneous  institution  and  asset  marketing  strategy,  assets  were  slat- 
ed for  individual  RTC  sales  programs;  and  the  institution  to  this  day  sits  in 
conservatorship.  Without  funding,  we  are  unable  to  close  it. 

I  must  note  for  the  record  that  the  Senate  passed  a  funding  bill  on  time  last 
spring,  but  that,  unfortunately,  things  broke  down  on  the  floor  of  the  House.  The 
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RTC  appreciates  your  support  for  our  funding  last  year  Mr.  Chairman.  As  you  can 
imagine,  the  delay  in  funding  has  been  disruptive  to  say  the  least. 

Having  said  that,  I  must  tell  you  that  there  are  aspects  of  the  Inspector  General's 
preliminary  findings  which  trouble  me.  We  are  close  to  having  completely  imple- 
mented all  of  the  IG's  recommendations  at  this  juncture.  Specifically,  we  have 
placed  the  Price  Waterhouse  HomeFed  Contract  under  the  direct  control  and  admin- 
istration of  the  Contracts  Office  in  Washington.  A  month  ago,  PW  voluntarily  agreed 
to  come  in  and  renegotiate  the  labor  rates  contained  in  their  approved  AVR  TOA. 
PW  does  not  have  any  legal  obligation  to  reduce  its  hourly  rates  retrospectively. 
Further,  RTC  does  not  question  PW's  entitlement  to  the  fees  charged  for  the  serv- 
ices it  rendered,  nor  as  a  matter  of  policy  does  RTC  question  PW's  entitlement  to 
charge  contractual  category  rates  for  purchased  labor.  Accordingly,  the  offer  by  PW 
to  adjust  its  rates  retrospectively  is  considered  a  purely  voluntary  refund  by  a  re- 
sponsible RTC  contractor.  Both  RTC  and  PW  considered  these  negotiations  appro- 
priate in  light  of  the  extensive  increase  in  the  volume  of  copies  required  to  satisfy 
all  parties  which  resulted  in  a  quadrupling  of  the  initial  cost  estimate.  We  are  in 
the  final  stages  of  negotiations  at  this  time.  This  information  was  communicated  to 
Secretary  Bentsen  in  a  letter  dated  February  16,  1993.  (See  Exhibit  A). 

After  the  IG  has  presented  me  his  final  report,  which  we  expect  in  March,  I  will 
submit  to  this  Subcommittee  oixr  final  response  to  the  IG. 

Mr.  Chairman,  my  written  statement  will  be  divided  into  two  sections  to  address 
the  issues  raised  in  your  letter.  The  first  section  addresses  how  the  RTC  has  im- 
proved contracting  procedures  in  the  past  year.  The  second  covers  the  issues  raised 
by  the  Price  Waterhouse  contract  for  work  at  HomeFed. 

I.  RTC'S  IMPROVEMENTS  IN  CONTRACTING  IN  THE  LAST  YEAR 

Because  FIRREA  mandates  that  the  RTC  use  private  contractors  to  accomplish 
its  mission,  it  is  imperative  for  us  to  have  a  contracting  process  that  responds  to 
the  dynamic  needs  of  the  agency.  This  process  must  ensure  that  adequate  internal 
controls  are  present  that  will  allow  the  RTC  to  monitor  its  contractors  to  ensure  full 
performance  at  a  fair  price. 

The  Office  of  Contracts  provides  Corporation-wide  contracting  policies,  procedures, 
and  direction  for  the  engagement  of  private  sector  contractors  to  assist  in  the  man- 
agement and  disposition  of  assets  acquired  from  failed  thrift  institutions.  It  ensures 
that  requirements  imposed  by  FIRREA  and  other  applicable  statutes,  regulations 
and  directives  are  fully  represented  in  contracting  policy,  procedure,  and  guidance; 
that  these  are  communicated  to  Headquarters  and  Field  Offices;  and  that  they  are 
incorporated  into  contracting  activities  and  followed  to  the  fullest  extent. 

In  general  terms,  these  requirements  include  making  efficient  use  of  Corporation 
funds;  maximizing  the  efficient  utilization  of  the  resources  of  the  private  sector; 
adopting  and  following  standards  of  adequate  competition  and  fair  and  consistent 
treatment  of  offerors;  prohibiting  discrimination  in  the  solicitation  and  consideration 
of  offerors;  and  periodically  reporting  contracting  activities  and  statistics  to  Con- 
gress. 

The  RTC  Contract  Policies  and  Procedures  Manual  (CPPM),  mandates  specific 
contracting  policies  and  procedures  to  establish  uniform,  timely  and  proper  acquisi- 
tion of  goods  and  services  that  are  requested  or  required  by  RTC  Program  Office 
personnel.  The  CPPM  establishes  procedures  for  the  acquisition  of  goods  and  serv- 
ices at  every  stage  of  the  contracting  process,  from  pre  solicitation  planning  through 
solicitation,  proposal  evaluation,  contract  award,  administration  and  closeout. 

In  order  to  acquire  services  on  a  timely  and  effective  basis,  different  segments  of 
the  organization  must  work  together  in  supporting  the  program  mission  of  RTC  by 
issuing,  executing,  and  administering  contracts.  This  requires  a  team  effort  of  pro- 
fessionals fi"om  the  Office  of  Contracts,  Program  Office,  and  Legal  Services  Division. 
Other  offices  involved  in  the  contracting  process  are  the  Office  of  Minority  and 
Women  Outreach  and  Contracting  (MWOB),  Office  of  Contractor  Oversight  and  Sur- 
veillance (OCOS),  Office  of  Ethics  and  Office  of  Inspector  General  (OIG).  Each  of 
these  offices  play  an  important  role  in  the  contracting  process. 

It  must  be  noted  that  our  contracting  procedvires  are  under  continuing  revision 
to  meet  the  changing  needs  of  the  Corporation,  and  to  allow  us  to  incorporate  im- 
provements based  upon  our  growing  experience  with  contractors.  In  this  regard,  I 
would  like  to  describe  some  of  the  improvements  which  have  been  developed  and 
implemented  over  the  past  year. 

Revision  of  Contracting  Policies  and  Procedures  Manual 

The  CPPM  was  revised  last  June.  New  procedures  were  developed  from  informa- 
tion provided  by  the  private  sector,  other  U.S.  Government  Corporations,  the  Inspec- 
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tor  General  and  the  General  Accounting  Office.  The  revised  CPPM  which  was  re- 
viewed by  both  GAO  and  the  IG: 

•  defines  roles  and  responsibilities  for  program  offices,  contracting  officers, 
oversight  managers,  and  legal  counsel  for  aU  RTC  contracts; 

•  ensures  uniformity  in  contract  awards  and  contract  administration;  and 

•  requires  that  trained,  warranted  contracting  officers  are  the  only  individuals 
with  authority  to  make  contract  awards,  and  that  they  have  a  continuing  role 
to  play  in  contract  administration. 

The  CPPM  is  designed  to  be  a  dynamic  document,  and  is  revised  and  updated  on 
a  continuing  basis. 

Training  in  contracting  Procedures 

In  order  to  ensure  that  all  essential  RTC  personnel  are  trained  in  the  CPPM,  the 
RTC  developed  and  presented  a  series  of  in  depth  courses  which  were  designed  to 
fully  explain  the  contracting  process.  Two  courses,  one  on  the  fundamentals  of  con- 
tracting and  one  on  contract  administration,  were  developed  and  presented  to  over 
1,000  RTC  personnel.  These  personnel,  who  were  primarily  contracting  or  oversight 
officials,  were  given  intensive  training  on  the  contracting  process.  The  training  was 
designed  to  provide  a  common  basis  of  knowledge  in  RTC  procedures,  and  to  develop 
a  team  approach  to  contract  award  and  administration. 

Background  Investigations 

The  FIRREA  creates  very  stringent  restrictions  upon  contractors  trjring  to  do 
business  with  RTC.  These  restrictions,  which  are  set  forth  in  12  CFR  1606,  the  RTC 
contractor  fitness  and  integrity  regulations,  are  designed  to  ensure  that  RTC  does 
business  with  reputable  contractors.  Drawing  upon  the  experience  of  other  Federal 
agencies  that  have  confi-onted  contract  firaua,  we  have  developed  an  aggressive  ap- 
proach to  screening  out  contractors  who  do  not  meet  these  standards.  While  most 
Federal  agencies  rely  upon  a  contractor  to  self-certify  compliance  with  agency  regu- 
lations, the  RTC,  through  the  OCOS,  has  developed  in  the  last  year  a  comprehen- 
sive system  to  independently  verify  our  contractors'  compliance  with  our  fitness  and 
integrity  regulations. 

In  order  to  be  considered  for  an  RTC  contract,  all  contractors  must  certify  their 
compliance  with  our  fitness  and  integrity  regulations.  These  certifications  address 
the  corporation,  and  its  owners,  officers  and  directors,  as  well  as  related  entities  and 
key  employees.  For  all  contracts  over  $50,000,  the  RTC  conducts  an  independent 
verification  of  the  accuracy  of  these  certifications.  This  independent  check  includes: 

— credit  checks,  in  order  to  verify  if  the  contractor  is  a  debtor  to  a  federally 

insured  institution; 
— Dun  &  Bradstreet  reports  to  verify  a  corporations  financial  capabihties; 
— banking  regulatory  agency  checks,  to  verify  if  the  contractor  has  been  the 

subject  of  disciplinary  proceedings; 
— investigations  checks,  to  determine  if  the  contractor  is  under  investigation 

by  the  RTC  or  other  investigative  organizations; 
— debarred  bidders  list,  to  determine  if  the  contractor  has  been  barred  from 

doing  business  with  the  Federal  Government; 
— litigation  checks,  to  determine  if  the  contractor  is  subject  to  litigation  by 

the  RTC  or  FDIC 
— special  checks,  such  as  checks  with  the  National  Association  of  Securities 

Dealers,  to  determine  if  the  contractor  is  the  subject  of  disciplinary  actions 

by  other  regulatory  authorities. 

In  calendar  year  1992,  RTC  conducted  checks  on  over  2,000  corporations  and 
9,000  individuals  to  ensure  compliance  with  our  regulations. 

Suspensions  and  Exclusions 

The  House  Government  Operations  Conmiittee  recently  issued  a  report  urging 
Federal  agencies  to  use  their  inherent  authority  to  bar  contractors  for  firaud  and 
non-performance.  The  report  concluded  that  most  agencies  do  not  use  this  authority, 
and  the  few  which  do  overwhelmingly  rely  upon  debarment  actions  which  are  based 
upon  indictments  and  convictions  for  fraud. 

The  RTC  has  one  of  the  most  aggressive  systems  in  the  Federal  Government  for 
identifying  fraud  by  its  contractors  and  taking  timely  suspension  and  exclusion  ac- 
tion for  fraud.  To  date,  the  RTC  has  conducted  over  600  investigations  regarding 
fitness  and  integrity  issues  or  contractor  misconduct.  These  investigations  are  de- 
signed to  document  contractor  fraud  or  other  wrongdoing.  Criminal  information  is 
referred  to  the  RTC  Office  of  Inspector  General.  The  investigations  are  designed  to 
allow  the  RTC  to  take  timely  suspension  or  exclusion  action,  or  other  contractual 
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actions.  As  a  result  of  these  investigations,  the  RTC  has  issued  over  50  actions  to 
remove  contractors  for  fraud  relating  to  our  fitness  and  integrity  process,  or  for  sub- 
mitting false  claims  on  RTC  contracts.  Furthermore,  because  there  have  been  rel- 
atively few  criminal  cases  to  date  involving  RTC  contracts,  most  RTC  actions  are 
based  upon  administrative  investigations  and  determinations  of  fraud.  Because  the 
Federal  criminal  justice  process  often  takes  years  to  adjudicate  fraud,  RTC  cannot 
await  the  outcome  of  this  process  in  order  to  take  timely  action  to  identify  and  re- 
move fraudulent  contractors.  Our  policies  provide  for  swift  action  which  allows  the 
RTC  to  identify  and  remove  contractors  which  seek  to  defraud  the  Corporation. 

Furthermore,  because  the  RTC  is  suing  many  major  potential  contractors  for  dam- 
ages arising  from  their  providing  deficient  services  to  now  defunct  financial  institu- 
tions, last  year,  RTC  established  a  policy  of  prohibiting  contract  awards  to  firms  en- 
gaged in  major  professional  liability  litigation  with  RTC  or  FDIC.  Such  a  policy  en- 
hances the  integrity  of  our  contracting  process,  and  encourages  contractors  to  ac- 
knowledge and  settle  their  liability  in  a  timely  manner. 

Reviews  of  Minority  and  Women-Owned  Businesses 

Because  FIRREA  encourages  the  use  of  minority  and  women-owned  businesses 
(MWOBs),  by  RTC,  we  have  developed  an  aggressive  outreach  program  to  identify 
and  award  contracts  to  qualified  MWOB  contractors.  Our  contracting  process  pro- 
vides bonus  consideration  to  contractors  owned  and  controlled  by  women  or  minori- 
ties, and  to  contractors  who  agree  to  form  joint  ventures  with  MWOB  contractors, 
or  who  award  over  25  percent  of  their  subcontracts  to  MWOB  firms. 

In  order  to  ensure  that  good  faith  MWOB  firms  are  not  deprived  of  this  oppor- 
tunity, it  is  essential  to  have  a  program  to  guarantee  that  only  legitimate  MWOB 
firms  are  admitted  into  the  program.  Our  Department  of  Minority  and  Women's 
Programs  has  developed  a  comprehensive  procedure  to  verify  the  accuracy  of  MWOB 
eligibility  certifications.  All  contractors  which  are  seeking  to  do  business  with  the 
RTC  as  MWOBs  must  submit  a  detailed  certification  of  the  contractor's  organization 
and  personnel.  All  such  certifications  will  be  reviewed  by  the  Department  of  Minor- 
ity and  Women's  Programs,  prior  to  acceptance  by  the  RTC.  Any  potential  misrepre- 
sentations will  be  forwarded  to  OCOS  for  investigation,  and  criminal  misrepresenta- 
tions will  be  forwarded  to  the  OIG.  Over  20  such  investigations  have  been  conducted 
by  OCOS  to  date. 

In  addition  to  documentary  reviews,  all  MWOB  contractors  which  will  be  awarded 
contracts  in  excess  of  $50,000  will  also  be  subjected  to  an  on-site  review  and  ver- 
ification, prior  to  contract  award.  This  review  is  designed  to  ensure  that  minorities 
and  women  are  indeed  the  owners  of  the  company,  and  that  such  persons  are  in 
control  of  the  company.  Particular  scrutiny  will  be  given  to  joint  ventures  to  ensure 
that  MWOB  firms  are  performing  over  25  percent  of  the  work,  and  are  receiving 
compensation  which  is  commensurate  with  their  work.  Potential  misrepresentations 
will  again  be  forwarded  to  OCOS  for  investigation.  Furthermore,  as  part  of  its  post 
award  audit  and  review  responsibiUties,  OCOS  will  conduct  a  review  of  the  contrac- 
tor's continuing  compliance  with  the  RTC's  MWOB  policies. 

If  it  is  determined  that  a  contractor  has  improperly  certified  its  MWOB  status, 
the  Department  of  Minority  and  Woman's  Programs  has  developed  a  procedure  to 
revoke  such  status.  Such  a  decision  can  also  lead  to  exclusion  from  all  RTC  con- 
tracts. 

Bid  protests 

In  order  to  ensure  fairness  in  the  process  of  making  competitive  awards,  the  RTC 
has  developed  a  procedure  to  allow  contractors  to  file  bid  protests  when  the  contrac- 
tor believes  that  an  award  has  not  been  made  in  accordance  with  RTC  procedures. 
Recently,  the  General  Accounting  Office  and  the  General  Services  Administration 
Board  of  Contract  Appeals,  the  organizations  which  handle  bid  protests  in  other  or- 
ganizations, issued  decisions  stating  that  they  did  not  have  jurisdiction  to  adjudicate 
Bid  protests  from  the  RTC  and  FDIC.  In  order  to  ensure  that  all  bid  protests  are 
fairly  examined,  the  RTC  has  created  a  bid  protest  process  in  the  CPPM.  The  proc- 
ess is  under  the  direction  of  OCOS,  an  office  which  is  independent  from  the  Office 
of  Contracts,  and  is  designed  to  allow  good  faith  bid  protests  to  be  addressed  in  a 
timely  manner. 

Competition  Advocacy  Program 

Because  FIRREA  mandates  that  the  RTC  shall  award  contracts  in  a  competitive 
manner,  the  RTC  has  sought  to  develop  a  contracting  system  which  ensures  com- 
petition at  all  important  stages  of  the  contracting  process.  In  order  to  enhance  this 
process  further,  the  RTC  has  recently  created  the  Competition  Advocacy  Program 
(CAP).  The  CAP,  which  is  under  the  direction  of  OCOS,  is  responsible  for: 
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— reviewing  RTC  procedures  in  order  to  identify  and  eliminate  potentially  non- 
competitive practices; 

— reviewing  all  sole  source  or  limited  competition  awards  in  order  to  prevent 
abuse; 

— examining  contract  renewals  or  contract  modifications  which  expand  contracts 
in  order  to  prevent  noncompetitive  practices. 

In  addition  to  these  procedures,  the  CAP  will  also  be  responsible  for  producing 
a  monthly  RTC-wide  contracting  activity  report.  This  report  is  designed  to  document 
RTC  contracting  activity,  identify  trends  and  non-competitive  awards,  and  to  pro- 
vide senior  RTC  management  with  information  regarding  compliance  with  RTC  con- 
tracting policies  and  procedures. 

Post-Award  Audits  and  Reviews 

The  post-award  audit/review  of  a  contractor's  performance  is  a  major  factor  in  an 
effective  contracting  process.  While  contracting  officers  and  oversight  managers 
have  a  major  role  to  play  in  day-to-day  contract  administration,  major  RTC  con- 
tracts must  also  be  subjected  to  an  independent  review  in  order  to  ensure  that  the 
contractor  is  performing  satisfactorily,  has  an  adequate  internal  control  environ- 
ment, and  is  only  billing  the  RTC  for  work  properly  done  under  the  contract. 

For  certain  major  RTC  contracts,  this  independent  audit/review  is  the  responsibil- 
ity of  OCOS.  The  OCOS  has  developed  in  depth  audit  and  review  programs  for 
many  major  RTC  contracts.  These  review  programs  are  then  undertaken  by  inde- 
pendent pubUc  accounting  firms,  which  are  engaged  by  OCOS  to  review  contractors 
which  have  been  determined  to  be  performing  on  high  risk  contracts.  Based  upon 
the  work  of  the  public  accounting  firms,  OCOS  issues  reports  to  RTC  management 
officials,  who  are  responsible  for  taking  timely  corrective  action. 

Last  year,  OCOS  conducted  a  review  of  major  RTC  contracting  activities  in  order 
to  assess  high  risk  and  vulnerable  contracting  areas.  The  OCOS  was  then  provided 
with  resources  to  conduct  audits  and  reviews  in  the  following  areas: 

— Standard  Asset  and  Disposition  Agreements  (SAMDA  contracts).  Cur- 
rently, there  are  over  180  SAMDA  contracts  awarded  to  over  60  contractors. 
In  calendar  year  1992,  OCOS  conducted  an  internal  control  review  of  all 
major  SAMDA  contractors.  The  OCOS  has  also  developed  a  standard  annual 
review  program  for  all  SAMDA  contracts,  which  wUl  ensure  that  the  perform- 
ance and  expenses  of  aU  SAMDA  contractors  is  reviewed  on  an  annual  basis. 
A  new  audit  program,  designed  to  support  RTC's  accelerated  termination  of 
these  contracts  is  also  in  development.  In  addition  to  the  180  SAMDA  reviews 
which  will  be  conducted  by  OCOS,  the  OIG  has  also  committed  to  reviewing 
five  SAMDA  contracts. 

—Property  management  contracts.  The  RTC  and  SAMDA  contractors  em- 
ploy numerous  property  management  firms  to  operate  RTC  owned  or  con- 
trolled properties.  These  contracts  are  highly  vulnerable  to  abuse.  The  RTC 
has  developed  a  review  program  for  these  contracts,  and  has  commenced  a  re- 
view of  over  350  property  management  contracts.  One  completed  review  iden- 
tified potential  fraud,  and  the  contractor  has  agreed  to  reimburse  over 
$200,000  to  the  RTC.  The  RTC  OIG  has  also  agreed  to  review  30  property 
management  contracts. 

— Mortgage  loan  servicers.  The  RTC  has  contracted  with  120  master  loan 
servicers.  These  servicers  are  responsible  for  servicing  1.8  million  performing 
and  non-performing  loans,  with  an  estimated  value  of  $85  bilUon.  The  OCOS, 
working  with  program  management,  has  developed  a  review  program  which 
will  conduct  a  review  of  all  120  major  loan  servicers.  The  OIG  has  also  agreed 
to  review  five  loan  servicers.  To  date,  OCOS  has  completed  reviews  of  three 
major  loan  servicers. 

— Seller  Financing.  At  the  request  of  program  officials,  OCOS  has  designed 
an  annual  review  program  for  the  RTC's  Seller  Financing  Program.  The  pro- 
gram will  provide  for  an  annual  review  of  contractors  engaged  in  commercial 
real  estate  loan  underwriting  for  RTC  to  ensure  compliance  with  all  major 
policies  and  procedures. 

— Due  diligence.  The  OCOS  is  in  the  process  of  developing  a  comprehensive 
program  to  review  due  dUigence  contractors.  Currently,  the  RTC  has  approxi- 
mately 50  major  due  diligence  contractors,  receiving  over  $100  million  tor  per- 
forming due  diligence  services.  One  review  conducted  by  OCOS  identified  a 
pattern  of  fraud  by  a  due  diligence  contractor,  and  recommended  recoveries 
of  over  $50,000. 

— ^Billing  reviews.  The  RTC  is  also  responsible  for  conducting  independent  re- 
views of  contractor  billings,  to  ensure  that  contractor  payments  are  only  ap- 
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proved  for  work  properly  performed.  Costs  associated  with  professional  serv- 
ices, travel  and  other  direct  services  are  examined  to  ensure  that  costs  were 
actually  incurred,  properly  calculated  and  are  properly  billed  to  the  contract. 
As  a  result  of  these  reviews,  OCOS  and  the  Office  of  Contracts  are  working 
on  a  complete  revision  of  the  RTC's  contractor  travel  cost  reimbursement  pol- 
icy, in  order  to  guarantee  greater  controls  in  this  area. 
— ^Termination  reviews.  These  are  reviews  performed  on  major  RTC  contracts 
at  time  of  termination.  The  reviews  are  designed  to  examine  contractor  costs 
over  the  life  of  the  contract,  in  order  to  allow  the  RTC  to  address  any  final 
claims  with  the  contractor. 

II.  THE  PRICE  WATERHOUSE/HOMEFED  CONTRACT 

A.  The  RTC's  HomeFed  Strategy 

The  RTC  and  OTS  began  to  discuss  HomeFed  as  a  potential  Accelerated  Resolu- 
tion Program  (ARP)  candidate  in  a  series  of  meetings  at  a  staff  level  in  February 
1992.  The  ARP  is  a  program  that  had  been  developed  jointly  between  the  RTC  and 
the  OTS  to  eliminate  the  time  that  a  failing  institution  spends  in  the  traditional 
RTC  conservatorship  program.  It  is  generally  agreed  that  the  longer  an  institution 
spends  in  conservatorship,  it  inversely  impacts  the  value  of  the  franchise,  and  ulti- 
mately the  larger  the  cost  to  the  taxpayer  for  the  resolution  of  the  institution . 

On  February  24,  1992,  RTC  resolutions  and  ARP  staff,  plus  counsel,  met  with 
OTS  and  HomeFed's  senior  management  in  San  Diego  in  order  to  determine  wheth- 
er, in  RTC's  view,  HomeFed  was  an  acceptable  ARP  candidate  or  should  be  placed 
directly  into  conservatorship.  Over  the  following  2-3  weeks,  the  RTC  agreed  with 
the  OTS  that  HomeFed  was  an  acceptable  ARP  candidate. 

On  March  16-17,  an  RTC  working  group  met  with  OTS  and  HomeFed  senior 
management  for  a  second  time  in  San  Diego.  At  this  meeting,  RTC  resolutions  and 
asset  sales  personnel,  together  with  their  counterpairts  at  HomeFed,  began  the  eval- 
uation of  how  HomeFed  should  be  marketed  as  an  ARP.  RTC  staff  specifically  evalu- 
ated whether  HomeFed's  asset  information  systems  seemed  adequate  for  an  acceler- 
ated resolution  using  the  Cooperative  Institution  Marketing  (CIM)  process. 

Marketing  HomeFed  as  a  CIM 

The  first  institution  marketed  under  the  CIM  program  was  the  $1.2  billion  Inves- 
tors Federal  Savings  Bank  of  Richmond,  Virginia  (Investors).  The  Investors  pilot 
CIM  program  resulted  in  a  great  success  for  the  RTC,  with  both  the  franchise  and 
nearly  all  of  the  assets  being  sold  on  the  same  day  with  excellent  returns.  The  CIM 
program  demonstrated  that  it  maximized  competition  from  both  franchise  and  cap- 
ital markets  buyers. 

Valuation  and  due  diligence  for  assets  marketed  under  the  CIM  program  involve 
performing  complete  due  diligence  on  all  assets  which  are  then  stratified  into  mar- 
ketable pools,  i^  Asset  Valuation  Review  (AVR)  is  then  prepared  to  value  remain- 
ing assets.  An  AVR  is  the  RTC's  traditional  approach  to  the  analysis  of  the  assets 
of  a  conservatorship  prior  to  its  resolution. 

Feasibility  of  Action  Plan  Studied 

On  Friday,  April  3,  1992,  HomeFed  Bank,  FSB,  of  San  Diego,  California,  was 
placed  in  the  Accelerated  Resolution  Program  (ARP).  Kenneth  Leventhal  &  Co.  (KL) 
and  financial  advisors  Goldman  Sachs  (advisor  on  the  HomeFed  Bank  assets)  and 
Morgan  Stanley  (advisor  on  Home  Capital  Corporation  and  related  real  estate  devel- 
opment subsidiaries  and  affiliates)  were  retained  to  perform  a  preliminary  30-day 
review  of  the  feasibihty  of  completing  a  CIM/ARP  by  September  30,  1992  (a  deadline 
imposed  by  the  OTS). 

The  financial  advisors  and  KL  reviewed  their  recommendations  with  the  RTC  on 
May  1,  1992;  a  meeting  was  held  with  OTS  on  May  4,  1992;  and  the  decision  was 
made  to  move  ahead  with  the  marketing  of  HomeFed. 

Contract  Parameters 

In  anticipation  of  marketing  the  institution,  contractors  were  solicited  during  the 
April  feasibility  study  period  to  perform  due  diligence  and  manage  the  overall  due 
diligence  process  on  the  more  than  $12  billion  in  assets. 

Irie  sheer  number  of  assets  at  HomeFed  dictated  changes  fi"om  the  process  used 
at  Investors.  More  due  diligence  firms  were  needed  than  had  been  necessary  at  In- 
vestors. Due  to  the  greater  complexity  of  the  sale  preparation  process,  general  over- 
sight of  the  contractors  and  tracking  of  the  assets  were  essential  as  individual  as- 
sets were  assigned  to  meirketable  pools  or  reassigned  to  pools  based  on  recommenda- 
tions of  the  financial  advisors  and  the  due  diligence  contractors.  Also,  the  ongoing 
reconciliation  of  the  assets  to  the  general  ledger  of  the  institution  to  determine 
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which  assets  would  remain  for  valuation,  and  reconciling  the  overall  asset  evalua- 
tion that  would  be  utilized  for  the  cost  test. 

At  Investors,  the  approach  to  the  management  of  the  due  diligence  was  to  com- 
bine the  due  diligence  and  AVR  functions  and  have  the  selected  contractor  (Grant 
Thornton)  provide  any  additional  administrative  functions  that  might  arise.  Two 
primary  benefits  resulted  fi-om  this  approach.  First,  the  AVR  costs  were  greatly  re- 
duced since  most  all  the  valuation  information  came  from  the  100  percent  due  dili- 
gence. Second,  duplication  of  functions  was  eliminated.  In  an  institution  the  size  of 
Investors  ($1.2  billion),  this  was  a  simple  task.  In  contrast,  at  HomeFed,  which  was 
approximately  ten  times  larger,  contracting  with  a  single  firm  to  perform  all  of  the 
functions  was  not  feasible.  Therefore,  the  RTC  initially  planned  to  contract  with  sev- 
eral due  diligence  firms,  but  hire  a  single  organization  to  perform  all  the  necessary 
administrative  functions  in  the  same  manner  as  the  due  diligence/AVR  contract  at 
Investors.  This  single  organization  came  to  be  known  as  a  Management  and  Con- 
tinuity Contractor  (MCC). 

After  discussions  with  RTC  contracting,  legal  and  management  staff,  it  was  clear 
that  the  RTC  did  not  have  a  current  task  order  agreement  (TOA)  that  specifically 
addressed  all  the  functions  of  an  MCC.  Therefore,  an  approach  had  to  be  developed 
that  would  provide  for  this  function  in  the  allotted  time  frame.  It  was  determined 
that  a  responsible  and  knowledgeable  firm  was  needed  for  this  segment  of  the  work. 
The  most  likely  candidate  for  that  was  an  AVR  contractor,  which  is  responsible  for, 
among  other  things,  the  reconciliation  to  the  institution's  general  ledger. 

Contractor  Selection 

The  issue  at  hand  involves  a  Task  Order  issued  by  the  Program  Office  under  the 
Asset  Valuation  Review  Task  Order  Agreement  (AVR  TOA)  700-91-0072.  As  a  re- 
sult of  the  OIG's  review,  further  inquiry  has  been  made  into  the  contracting  process 
for  the  award  of  the  AVR  TOA  and  the  task  order. 

As  background,  a  TOA  is  a  contracting  method  intended  for  recurring  require- 
ments, under  which  contracting  for  future  needs  is  expedited.  The  Program  Office 
identifies  recurring  needs,  prepares  a  general  statement  of  work  for  the  required 
services  and  submits  a  Request  for  Contracting  Services  (RCS)  to  the  contracts  of- 
fice. Firms  are  formally  solicited  and  agreements  are  established  with  one  or  more 
firms  that  have  the  qualifications  and  capability  to  meet  anticipated  future  needs. 

When  future  needs  covered  by  the  TOA  arise,  the  Program  Office  prepares  a  spe- 
cific statement  of  work  and  submits  a  request  to  the  contracting  officer.  An  abbre- 
viated competitive  solicitation  process  occurs  with  the  contractors  previously  award- 
ed a  TOA.  A  task  order  is  awarded  to  the  successful  firm  which  delineates  the  spe- 
cific statement  of  work  and  all  associated  fees  and  related  expenses. 

Procedures  for  establishing  TOAs  are  documented  in  the  CPPM.  The  minimum  re- 
quirements for  TOAs  include  a  specific  term  not  to  exceed  one  year,  with  options 
for  not  more  than  two  one-year  extension  terms,  detailed  terms  and  conditions,  gen- 
eral statement  of  work,  and  labor  rates  when  appropriate  for  the  future  services. 

The  AVR  TOA  was  competed  and  awarded  pursuant  to  the  CPPM  based  upon  the 
team  work  and  interaction  of  many  internal  RTC  offices.  The  contractor's  duties 
under  the  TOA  include  conducting  on-site  inventory,  analysis,  and  valuation  of  as- 
sets in  the  portfolios  of  an  entire  savings  and  loan  institution.  The  Office  of  Con- 
tracts conducted  the  AVR  TOA  solicitation,  proposal  receipt  and  evaluation,  and 
contract  award  strictly  in  accordance  with  the  CPPM. 

Approximately  900  solicitation  packages  were  distributed  to  firms  interested  in 
submitting  proposals  for  AVR  work.  Eighty-three  proposals  were  received.  These 
proposals  demonstrated  the  firms'  expertise  to  perform  the  specific  services  stated 
in  tne  solicitation.  The  proposals  also  included  standard  labor  rates  for  various  cat- 
egories of  work  performed.  A  nine  person  evaluation  team  was  convened  with  rep- 
resentatives from  the  program  office,  contracts  office,  legal  division  and  MWOB  of- 
fice. All  proposals  were  evaluated  strictly  in  accordance  with  the  solicitation's  eval- 
uation criteria.  A  competitive  range  was  established  and  as  a  result  of  the  Best  and 
Final  Offer  proposal  evaluation,  46  offerors  were  awarded  an  AVR  TOA. 

The  AVR  TOA  was  processed  in  according  to  the  following  milestone  events: 

Solicitation  Release     11/19/91 

Pre-Bid  Conference     12/04/91 

Proposals  Submitted     12/30/91 

Proposal  Evaluation  Commenced     1/22/92 

Evaluation  Completed    2/3/92 

Determination  of  Conipetitive  Range    2/13/92 

Request  for  Best  and  Final    2/18/92 

Final  Evaluation  Completed    2/24/92 

Pre-Award  Approvals  Obtained    3/9/92 
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Contract  Award    3/16/92 
Debriefings    4/1/92 

Prior  to  formalizing  the  procurement  of  this  AVR  TOA,  the  RTC's  Resolutions  Of- 
fice was  securing  these  services  under  existing  contracting  procedures  at  that  time. 
This  exception  to  standard  procedures,  was  authorized  by  tne  former  Executive  Di- 
rector ana  Senior  Vice  President  for  Planning  and  Corporate  Relations.  The  excep- 
tion was  necessary  to  allow  for  a  timely  analysis  of  potential  losses  within  RTC  in- 
stitutions for  the  purposes  of  resolving  the  thrifts.  This  task  order  at  HomeFed  was 
the  first  issued  under  this  new  TOA.  While  this  task  order  did  meet  the  guidelines 
for  competition,  it  did  not  follow  the  procedures  for  processing  the  Statement  of 
Work. 

The  RTC's  program  offices  approach  to  contracting  for  HomeFed  was  to  compare 
the  lists  of  due  diligence  contractors  to  the  list  of  AVR  contractors  and  solicit  those 
firms  experienced  in  both  areas  with  large  institutions.  The  five  firms  that  appeared 
on  both  the  due  diligence  and  asset  valuation  TOA's  were  solicited  under  she  AVR 
TOA.  This  provided  the  RTC  with  sufficient  choices  to  compare  costs  and  specific 
capabilities.  Two  firms  reported  conflicts  of  interest  in  regard  to  the  institution  and 
were  disquahfied.  Of  the  remaining  three  firms.  Grant  Thornton  was  selected  after 
a  review  of  the  technical  and  cost  proposals. 

After  Grant  Thornton  (GT)  had  been  on  site  for  approximately  one  week,  it  was 
apparent  that  GT  was  unable  to  staff  up  and  begin  work  on  a  scale  sufficient  to 
meet  the  September  30  timetable  imposea  by  the  OTS.  It  became  an  immediate  con- 
cern that  some  of  the  same  Grant  Thornton  staff  who  provided  the  experience  from 
the  Investors  job  would  be  moving  to  HomeFed  at  a  critical  time  in  the  Investors 
project,  which  was  unacceptable  to  the  RTC.  After  discussions  with  senior  RTC  per- 
sonnel, senior  partners  of  Grant  Thornton  were  convinced  to  accept  a  much  smaller 
portion  of  the  HomeFed  work  and  to  withdraw  fi"om  all  aspects  of  due  diligence  co- 
ordination with  the  various  contractors. 

Out  of  the  competitive  solicitation  process,  the  RTC  was  left  with  two  alternative 
contractors:  Price  Waterhouse  (PW)  and  Kenneth  Leventhal  (KL).  PW  had  been  sec- 
ond in  the  competitive  selection  process,  and  was  awarded  this  task. 

PW's  role  under  the  task  order  was  to  be  a  Management  and  Continuity  Contrac- 
tor (MCC).  This  function  was  a  new  task  developed  during  the  course  of  the  Inves- 
tors CIM  and  it  was  initially  estimated  by  RTC  staff  that  this  project  would  cost 
less  than  $5  million.  As  required  by  the  RTC,  within  30  days,  PW  provided  its  first 
projected  final  cost,  estimating,  among  other  things.  Department  of  Justice  sub- 
poena documentation  requirements.  PW  continuously  updated  its  budget  throughout 
the  life  of  the  project.  The  initial  projections,  given  on  June  17,  ranged  between 
$21.6  and  $23.1  million. 

The  program  offices  draft  of  the  task  order,  admittedly,  was  not  in  accordance 
with  the  CPPM.  In  hindsight,  given  the  expanded  volume  of  work  required  of  Price 
Waterhouse  as  a  result  of  the  grand  jury  subpoena,  it  would  have  been  wise  to  re- 
negotiate the  terms  at  the  time  the  scope  of  the  contract  was  expanded.  In  addition, 
it  is  clear  that  the  contract  should  have  had  a  "not  to  exceed"  clause  in  it  that  would 
have  set  a  limit  on  expenditures  under  the  contract.  This  would  have  triggered  fur- 
ther review  when  this  limit  was  reached,  and  an  affirmative  decision  to  spend  more 
funds  would  have  had  to  be  made  in  order  to  proceed  further.  Our  contracting  proce- 
dures require  such  clauses. 

Department  of  Justice  Subpoena 

As  previously  discussed,  the  scope  and  cost  of  the  job  dramatically  increased  when 
the  RTC's  discovered  on  May  15  the  Department  of  Justice's  su^oena  which  was 
in  place  at  the  institution,  but  never  relayed  by  the  OTS  to  the  RTC.  The  DOJ  sub- 
poena required  the  creation  of  detailed  procedures  to  control  the  handling  of  original 
documents  during  various  copying  and  due  diligence  contractor  review  processes. 

In  total,  18  different  sets  of  procedures  were  developed  (pursuant  to  over  a  dozen 
meetings),  each  tailored  to  a  specific  asset  grouping  and/or  copying/review  site. 
While  all  18  procedures  are  understandably  voluminous,  I  am  attacning  selected 
portions  to  illustrate  the  magnitude  of  these  added  requirements.  Exhibit  B  is  the 
procedures  for  the  transfer  of  documents  between  HomeFed/Great  Western  Build- 
mgs.  Exhibit  C  is  a  summary  of  Copy  Center  Procedures.  Exhibit  D  is  the  collateral 
copy  and  certification  process. 

The  number  and  complexity  of  the  Justice  Department  procedures  (which  resulted 
in  a  manual  entitled  "Resolution  Trust  Corporation  Accelerated  Resolution  Program 
for  HomeFed  Bank:  Document  Control  Procedures")  imposed  more  work  and  higher 
costs  including: 

•  a  greater  than  normal  degree  of  training  and  supervision; 
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•  the  creation  of  a  department  within  PWs  Document  Management  team  called 
"Comphance,"  which  was  staffed  by  four  PW  employees  and  a  part-time  PW 
partner  with  internal  audit  expertise; 

•  a  significant  amount  of  manual  logging  and  sign-offs  between  copying  steps. 
Each  individual  handling  original  documents  or  even  being  in  the  vicinity  of 
original  documents  was  required  to  sign  in  (giving  both  name  and  social  secu- 
rity ntmiber)  and  to  present  a  color-coded  identification  badge.  Furthermore, 
original  files  were  logged  and  tracked  throughout  the  copying  process.  De- 
pending on  the  particular  cop)ring  location,  the  cost  for  logging  ranged  between 
14  percent  and  28  percent  of  total  copying  costs; 

•  the  development  of  nine  express  copy  centers  in  close  proximity  to  the  due 
diligence  contractor's  reviewers  to  restrict  transport  of  original  documents  as 
opposed  to  centralization  of  copying  which  would  have  maximized  operational 
efficiency  and  lowered  costs; 

•  a  quality  assurance  process  that  involved  PW  employees  performing  a  100 
percent  page  check  on  20  percent  of  the  photocopies  made  m  the  major  copy 
centers.  As  the  level  of  photocopying  increased  during  the  project,  the  support 
functions  of  the  reproduction  process  (e.g.,  shipping,  inventory  control,  library, 
due  diligence  liaison,  personnel,  etc.)  required  additional  PW  employees; 

•  a  logging  process  for  the  control  of  original  files  that  required  PW  staff  to  sign 
for  each  loan  file  when  the  file  moved  between  parties  (e.g.  HomeFed,  RTC 
Investigations,  due  diligence  contractors,  outside  vendors,  Homecap,  etc.).  One 
loan  could  have  as  many  as  five  different  types  of  files.  Each  file  moved  be- 
tween parties  two  to  eight  times.  Records  of  the  logs  were  provided  to  rep- 
resentatives of  the  institution  and  DOJ; 

•  the  requirement  that  Homefed  had  to  deliver  files  through  PW  personnel  who 
would  then  deliver  files  to  due  diligence  contractors.  PW  incurred  document 
handling  costs  that  would  have  been  avoided  if  the  procedures  had  permitted 
direct  transport  to  the  due  diligence  contractors;  and 

•  the  requirement  that  PW  personnel  be  present  during  the  transport  of  origi- 
nal documents  between  tne  HomeFed  and  Great  Western  buildings  (two 
buildings  next-door  to  one  another  In  downtown  San  Diego).  The  procedures 
also  specified  that  PW  personnel  transport  over-sized  and  bound  materials  to 
an  off-site  commercial  copying  vendor  and  remain  at  the  vendor  to  monitor 
the  copying  of  the  documents.  In  a  less  stringent  environment,  temporaries 
would  normally  perform  these  fiinctions. 

Contractor  Oversight  and  Cost  Control 

Project  management  included  regularly  scheduled  written  reports  and  meetings, 
including,  but  not  Umited,  to:  1)  weekly  written  reports  submitted  by  each  financial 
advisor;  2)  weekly  conference  calls  with  RTC  project  management  and  financial  ad- 
visors; 3)  weekly  meetings  with  HomeFed  asset  managers  and  financial  advisors;  4) 
bi-weekly  meetings  with  OTS  on-site  examiners;  and  5)  daily  meetings  with  all  due 
diligence  contractors'  on-site  management  representatives.  Periodic  meetings  were 
scheduled  as  necessary  with  the  appropriate  contractors. 

Daily  activities  of  RTC  on-site  oversight  personnel  included  attendance  at  meet- 
ings in  conjunction  with  PW  partners  and  staff;  visits  to  PW  working  locations  and 
interface  with  PW,  the  financial  advisors,  and  due  diligence  contractors. 

Beginning  on  May  18,  daily  meetings  were  held  on-site  at  5:00  p.m.  with  PW,  all 
due  diligence  team  leaders,  the  financial  advisors  and  RTC  on-site  personnel.  The 
purpose  of  the  daily  meetings  was  to  coordinate  the  activities  of  PW  and  all  the  due 
diligence  contractors  to  ensure  maximum  operational  efficiency  of  the  overall 
project.  Status  reports  were  required  of  all  contractors,  and  RTC  directed  and  con- 
trolled all  activities  of  all  contractors.  As  an  example,  a  copy  of  the  daily  report  for 
July  1  is  attached  as  Exhibit  E.  Additional  meetings  were  scheduled  as  necessary 
to  coordinate  activities  of  individual  asset  specific  teams.  Such  meetings  often  were 
scheduled  several  times  a  day  for  different  topics,  and  included  PW  representatives 
to  the  extent  that  the  meeting  agenda  topics  related  to  PW's  scope  of  services. 

Project  management  responsibilities  for  the  HomeFed  project  have  included: 

1)  Project  planning  and  coordination  (across  all  contractors); 

2)  Contractor  supervision  including: 

•  Review  of  contractor's  organizational  plans  and  staffing; 

•  Review  of  contractor's  project  plan; 

•  Periodic  progress  reports  of  contractor  production  (daily  progress  report  by 
file  count  in  stages  of  production);  and 

•  Supervision  of  quality  control  of  due  diligence  contractors  in  conjunction  with 
financial  advisor; 
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3)  Coordination  with  institution; 

4)  Identification  and  resolution  of  operating  problems  relating  to  project; 

5)  Coordination  with  other  RTC  departments: 

•  Franchise  marketing  (RTC  Department  of  Resolutions); 

•  Affordable  Housing; 

•  Legal  (PLS,  and  Asset  Sales); 

•  Securitization; 

•  Field  RTC  office  (California  office); 

•  Asset  Operations; 

•  Contracting; 

•  Transaction  Oversight; 

•  National  Marketing  (Advertising);  and 

6)  Coordination  of  delivery  of  appropriate  information  to  due  diligence  contractors 
to  supplement  loan  file  information  including: 

•  Collateral  files; 

•  Tax  and  insurance  information  on  loans  and  REO; 

•  Appraisals; 

•  Servicing  tapes;  pajmient  histories; 

•  Title  updates; 

•  Environmental  reviews  (by  property); 

•  Legal  due  diligence;  and 

•  Closing  procedures. 

As  previously  mentioned,  cost  controls  on  the  PW  contract  were  implemented 
June  17,  1992,  after  PWs  role  was  precisely  determined  and  budget  estimates  were 
reviewed.  This  included  a  presentation  to  the  RTC  detailing  the  cost  projections  of 
the  project  by  functional  category  including:  Due  Diligence  Interface,  Systems  Devel- 
opment, Document  Management,  Project  Management  and  Administration,  War 
Room,  and  Due  Diligence  Quality  Control.  Subsequent  budget  meetings  have  been 
held  on  a  regular  basis.  In  these  meetings,  PW  is  required  to  justify  all  costs  to  the 
RTC  as  well  as  work  with  the  RTC  to  determine  ways  to  reduce  costs.  PW  provided 
bi-weekly  status  reports  to  RTC  detailing  the  activities  through  the  previous  two 
weeks.  Fee  and  expense  bills  are  submitted  bi-weekly  and  are  reviewed  in  detail  by 
RTC  on-site  personnel  prior  to  final  submission  to  Washington. 
Conclusion 

In  regard  to  the  Office  of  Inspector  General's  Management  Letter  dated  December 
21,  1992,  we  have  taken  numerous  steps  to  address  the  Letter's  recommendations. 
As  previously  indicated,  we  have  placed  the  responsibility  for  these  contracts  under 
the  control  and  administration  of  the  Contracts  Office.  Future  task  orders  will  only 
be  issued  in  accordance  with  the  approved  CPPM.  The  Contracts  Office  is  finalizing 
an  amended  statement  of  work  for  the  current  project.  As  previously  mentioned,  we 
are  negotiating  new  billing  rates  with  PW  as  well  as  a  reconsideration  of  past  rates 
in  view  of  the  expanded  size  of  the  engagement.  PW  has  provided  us  with  their  ftill 
cooperation  in  this  endeavor. 

Looking  back  at  how  the  RTC  handled  what  is  still  an  ongoing  resolution  process 
at  HomeFed,  one  can  determine  mistakes  may  have  been  made.  However,  it  is  im- 
portant to  keep  any  missteps  in  perspective.  For  the  past  six  months  that  HomeFed 
has  lanquished  in  conservatorship.  Arguably,  creative  efforts  at  the  CIM  sales  strat- 
egy could  have  resulted  in  a  state-of-the-art  resolution  that  would  have  resulted  in 
the  lowest  cost  to  taxpayers  and  the  return  of  all  assets  to  the  private  sector  in  the 
shortest  amount  of  time. 

RTC  and  its  contractor,  PW,  responded  well  to  unforeseen  challenges  presented 
by  the  Department  of  Justice  subpoena  and  the  lack  of  adequate  loss  funds  to  finish 
the  job. 

Having  said  that,  I  want  to  assure  you  that  the  state  of  RTC  contracting  has  im- 
proved since  last  year's  hearing.  I  can  also  state  that  your  oversight  efforts  have 
helped  the  RTC  focus  on  critical  management  and  related  issues. 

I  hope  that  this  information  answers  your  concerns  and  we  stand  ready  to  provide 
any  additional  information  or  answer  any  additional  questions. 
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,^^      w        4.  Attachment 

Attachment 


ll9$olutien  Thist  Corporation 


May  13,   1992 

Ward  Rivenburg 
Price  Waterhouse 
1801  K  Street,  NW 
Washington,  DC  20006 

Re-   Task  Order  WRO-  075  -  HoneFed,  Federal  Savings  Bank 
CONFIRMATION  OF  MODIFIED  TASKS  AND  RESPONSIBILITIES 

Dear  Mr.  Rivenburg, 

Following  the  restructuring  of  this  Task  Order,  we  wish  to 
reconfirm  the  selection  of  your  firm  to  perform  the  following  tasks 
and  responsibilities: 

Due  DiHaenee  Coordination! 

-  Arrange  for  copying  of  files  and  fiche  sufficient  to  start  due 
diligence  contractors  on  May  11,  1992. 

-  Arrange  for  copying  of  investor  information. 

-  Act  as  interface  between  the  due  diligence  contractors,  OTS,  and 
RTC  representatives  both  those  onsite  and  those  in  the  national  and 
regional  offices. 

-  Act  as  a  clearinghouse  for  all  requests  to  Bank  personnel. 

-  Prepare  an  overall  engagement  schedule  and  monitor  progress. 

Record  and  distribute  minutes  of  daily  due  diligence 
contractors '  meetings . 

-  Monitor  "hand  off"  of  assets  between  contractors. 

-  Allocate  resources  and  establish  priorities  for  requests  of 
various  due  diligence  contractors. 

-  Communicate  overall  plan  and  changes. 

-  Prepare  weekly  progress  reports. 

-  implement  the  cut-off  date  for  information  to  be  included  in 
investor  files. 

Ml  im  aiMT.  NW  ■  WbMnalen.  DC    30434-0001 
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Attachment 


Attachment 


WraP-UP  and  Tn"°stor  Supp<yr^; 

-  Provide  overall  assistance  and  analysis  for  financial  advisors. 

-  Prepare  and  maintain  schedule  of  personnel  for-  «.^k  -, 
diligence  contractor  required  to  staff  -war  roM"!  **"* 

sVt?m"ani"corroro%"i'oc!un:nts."°"'''  "*'"^^-  ^^^^^^^^  <=»>-^°ut 

delivVri^of^'proluct ''"""'"'    ''*"'''°"    "^°"^»»    -^-^"9    and    final 

aS%o:;'°aT?^I  ?nd'°?f°lh?s''crre"n'la\°\^^"  '^^^  '   ^"'^  -^  -^-<^ 

expected  to  appropJia^'el^'s^aff'^tSfe^UK^x^ntiraS't?  th^'^H  ""' 
items  are  satisfied.  ,^  until  ail  of  the  above 


Sincerely, 


J.  Paul  Ramey 
Director, 
Office  of  Fiel 


Concurrence : 


for  Price  watei^jeUse 


.^^^ 


?*-o 
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Exhibit  A 


RFC 


•  ;^S  ■    "  : 'iPC  7Ar  :  \ 


Kr^l(»rinK  I  he  (  iinlidmcr 


February  16,  1993 


Honorable  Lloyd  Bentsen 
Secretary  of  the  Treasury 
Washington,  D.C. 

Dear  Mr.  Secretary: 

I  have  received  your  letter  of  February  15,  1993.   The  letter 
referred  to  Inspector  General  (IG)  and  GAO  examinations  of  fees 
paid  to  contractors  in  connection  with  the  conservatorship  of 
HomeFed  Federal  Savings  Bank  (HomeFed) .   We  have  not  received  any 
reports  from  GAO  pursuant  to  its  audit  of  RTC  activities  related 
to  HomeFed.   The  IG  has  reported  to  us  on  only  one-  audit  related 
to  HomeFed  contracting — that  of  the  Price  Waterhouse  contract  for 
managing  and  coordinating  due  diligence  activities,  investor 
support  services,  and  document  and  file  management  which  has 
recently  been  widely  reported  on  in  the  press.   The  IG  audit  has 
yet  to  be  completed  and,  while  we  received  a  progress  report 
dated  December  21,  1992,  we  have  not  received  any  written 
communication  on  this  matter  since. 

Your  letter  urged  that  we  conduct  a  thorough  investigation  of  all 
HomeFed  contracts  and  I  have  already  taken  steps  to  do  so. 
However,  it  is  important  to  note,  that  while  the  IG  progress 
report  identified  some  problems  with  the  Price  Waterhouse 
contract,  at  this  time,  we  have  no  basis  to  conclude  that  much  of 
the  total  of  SlOO  million  of  fees  that  are  anticipated  to  be  paid 
to  contractors  with  respect  to  HomeFed  "represent  excessive  costs 
and  excessive  mark-ups  by  contractors"  or  that  "many  [of  the 
HomeFed]  contracts  appear  to  lack  satisfactory  control  or 
limits." 

With  respect  to  the  specifics  of  the  Price  Waterhouse  contract, 
clearly  some  mistakes  were  made.   However,  it  is  important  to 
place  this  contract  in  its  proper  context.   First,  the  contract 
was  let  pursuant  to  a  basic  ordering  agreement  that  was  the 
result  of  the  competitive  bidding  process.   That  is,  while  the 
pricing  in  the  contract  may  appear  excessive,  it  was  determined 
by  the  competitive  process. 

Second,  as  a  result  of  a  grand  jxiry  subpoena,  the  scope  and 
complexity  of  the  work  was  expanded  beyond  that  originally 
contemplated  by  either  the  RTC  or  Price  Waterhouse.   In 
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Exhibit  A 


Honorable    Lloyd   Benrsen 

Page    2 

February  16,  1993 

pamcular,  in  order  to  satisfy  RTC's  operational  need  for 
original  transactional  documents  (promissory  notes,  mortgages 
certificates  of  deposit,  loan  agreenents,  etc.)  the  U.S.  Attorney 
agreed  to  accept  copies  of  transactional  documents,  while  RTC 
would  deliver  originals  of  other  documents  and  retain  copies  for 
Itself    In  order  to  permit  the  U.S.  Attorney  to  use  the  cocies 
as  evidence  (meeting  the  technical  requirements  of  the  Federal 
Rules  of  Evidence,  maintaining  the  chain  of  custody,  and 
providing  complete,  high-quality,  and  orderly  copies)  certain 
extraordinary  measures  were  required  in  the  copying  process.   The 
documents  (some  of  which  were  valuable  in  themselves)  had  t^  be 
protected  against  loss  or  damage;  HomeFed  and  the  contractor 
selected  for  copying  had  to  maintain  a  document  control  log- 
o?^ri2'H««v  ^°  ^*  supervised  by  a  HomeFed  employee  with  knowledge 
of  the  books  and  records  of  the  institution;  each  copy  had  to  be 
compared  with  the  original;  each  copy  had  to  be  certified  bv  the 
supervising  HomeFed  employee;  and  the  documents  had  to  be 
maintained  in  the  same  order  in  which  they  were  )cept  in  HomeFed' s 
tii.es.   A  copy  of  the  correspondence  between  the  RTC  and  the 
Department  of  Justice  (DOJ)  including  detailed  instructions  on 
document  management  is  enclosed. 

For  all  these  reasons,  HomeFed's  business  records  could  not 
simply  be  bundled  up  and  delivered  to  a  copying  service.   RTC  was 
Obligated  to  hire  a  reliable  firm,  experienced  in  handUng 
valuable  documents  and  in  maintaining  complete  records  for 
evidentiary  purposes.   Price  Waterhouse  was  able  to  meet  the 
needs  of  RTC  and  the  U.S.  Attorney's  Office.   The  costs  referred 
to  in  news  reports  and  by  the  IG  are  the  result  of  the 
extraordinary  document  handling  process  described  above. 

In  hindsight,  given  the  expanded  volume  of  work  required  of  Price 
waterhouse  as  a  result  of  the  grand  jury  subpoena,  it  would  hlvl 
been  wise  to  renegotiate  the  terms  at  the  tiiTth;  scope  of  the 
contract  was  expanded.   In  addition,  it  is  clear  that  the 
contract  should  have  had  a  "not  to  exceed-  clause  in  it  that 
would  have  set  a  limit  on  expenditures  under  the  contract   This 
would  have  triggered  further  review  when  this  limit  wis  reached 
and  an  affirmative  decision  to  spend  more  funds  would  have  had  to 
be  made  in  order  to  proceed  further.   Our  contracting  procedures 
require  such  clauses.   We  received  the  IG  progress  report 
indicating  that  such  a  clause  was  missing  from  the  Price 
waterhouse  contract  in  late  December,  and  by  early  January  we  had 

we«  norrepeate"''""*'  ''*'"'**  ""^   "^'^'^  "'^  ^"**  anomalies 

While  the  contract  did  not  have  a  ceiling,  the  contract  did 
provide  that  the  contractor  provide  the  RTC  with  an  estimate  of 
fees  within  3  0  days  of  commencing  work  on  the  contract.   By  this 
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Honorable    Lloyd   Bentsen 

Page    3 

February  16,  1993 

time,  the  DOJ  requirements  were  known  and  the  estimate  was  S23 
million.   The  RTC  could  have  cancelled  the  contract  at  that  time 
and  did  not.   Current  estimates  (before  any  renegotiation  of 
hourly  rates)  are  that  the  contract  will  cost  S25  million. 
Through  January,  our  expenditures  under  the  contract  have  been 
about  $22.5  million. 

We  have  contacted  Price  Waterhouse,  and  I  am  pleased  to  report 
that  they  have  agreed  to  negotiate  new  billing  rates  going 
forward  and  to  reconsider  their  past  billing  rates  in  view  of  the 
expanded  size  of  the  engagement.   Such  negotiations  are  currently 
talcing  place. 

Aside  from  contracts  pertaining  to  HomeFed,  your  letter  addressed 
two  issues  with  respect  to  audit  follow-up  and  internal  controls. 
First,  you  requested  that  the  RTC  adopt  a  comprehensive  system 
for  follow-up  on  findings  and  recommendations  made  by  GAO  and  the 
IG.   As  I  explained  at  the  last  Oversight  Board  meeting,  the  RTC 
has  acquired  a  report  inventory  system  from  HUD  which  it  is 
presently  modifying  to  use  as  a  tracking  system.   In  addition,  we 
are  working  closely  with  the  IG  on  preparing  a  written  directive 
that  is  similar  to  OMB/Circular  A-50.   A  summary  of  the  status  of 
all  open  IG  items  is  enclosed. 

Second,  you  requested  that  the  RTC  "evaluate  and  report  upon  its 
internal  accounting  and  administrative  control  systems  in 
accordance  with  31  U.S.C.  9106  and  Policy  Number  18."   I  am 
pleased  to  inform  you  that  the  RTC  is  already  in  compliance  with 
31  U.S.C.  9106  and  with  Policy  Number  18.   In  addition,  despite 
the  fact  that  it  is  not  covered  by  the  Federal  Manager's 
Financial  Integrity  Act  (FMFIA),  prior  to  the  December  1,  1992 
Oversight  Board  meeting,  the  RTC  agreed  to  provide  a  statement  of 
assurance  with  regard  to  accounting  standards  and  internal 
controls  as  prescribed  by  0MB  for  agencies  reporting  under  FMFIA 
when  it  reports  on  1992,  under  the  CFO  Act,  by  March  31  of  this 
year. 


Sincere 


Enclosure 
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PROCEDURES  FOR  THE  TRANSFER  OF  DOCUMENTS  BETWEEN 
HOMEFED/GREAT  WESTERN  BUILDINGS 


1.  PW  will  verify  that  the  docmnents  in  the  boxes  tecdved  from  HomeFed/Great  Westem  agree 
with  the  transfer  log  (see  Attachment  I). 

2.  The  transfer  log  will  be  signed  by  1)  the  HomeFed/Creat  Westem  librarians;  2)  the  PW 
representative;  and  3)  the  delivery  person  (a  Grant  Thomtan  employee).  These  signattires 
will  attest  to  the  acctiracy  of  the  transfer  log. 

3.  In  addition,  for  ACFR  files,  the  PW  representative  will  sign  and  date  a  CFR  master  log 
indicating  that  said  files  were  received  by  PW. 

4.  The  PW  representative  will  accompany  the  files  between  buildings.  This  involves  staying 
with  the  files  while  they  are:  1)  moved  from  the  origination  point  to  the  delivery  van;  2) 
loaded  in  the  delivery  van;  3)  transported  in  the  van  between  buildings;  4)  unloaded  from 
the  van;  and  5)  transferred  to  the  destination  point 

5.  If  more  than  one  van  trip  is  required,  a  PW  representative  %nll  remain  with  each  set  of  files 
at  all  limes. 

6.  Upon  arrival  of  the  files  at  \he  destination  point,  the  PW  supervis<y  will  verify  the  files 
delivered  and  sign  the  Transfer  Log  signifying  the  accuracy  oS  the  Transfer  Log. 

7.  A  Grant  Thornton  employee  wiQ  be  used  to  drive  the  transport. 

8.  Copies  of  Transfer  Logs  will  be  turned  over  at  the  end  of  each  week  to  Kelly  Stimpson 
and/or  Mike  Hargrove,  Great  Westem  Building,  Floor  B-2  (699-7898). 

9.  HomeFed  will  spot  check  at  any  time  to  ensure  compliance  with  these  procedures. 
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5.  The  temporaries  quality  control  all  finished  copies  with  quality  assurance  (QA)  perfonned 
by  PW.  The  manilla  file  folders  containing  copies  are  labeUed  with  the  loan  number  and 
descriptive  information  from  the  original  file  folder.  They  then  are  rubber  banded  together 
by  loan  number  ad  placed  sequentially  in  bankers  boxes  provided  by  the  due  diligence 
contractor.  The  contents  of  the  boxes  are  clearly  recorded  on  the  outside  of  each  box,  along 
with  loan  number  and  number  of  individual  files  per  loan. 

6.  After  copying  and  QA  is  completed,  the  original  documents  and  copies  are  logged  back  to 
the  due  diligence  contractor,  using  the  log  form  (Exhibit  XIV).  A  copy  of  the  log  form  is 
given  to  the  due  diligence  contractor  showing  sign-in  and  sign-out  of  the  original  files. 

7.  The  log  form  is  kept  in  a  folder  labelled  "control  copy"  and  is  picked  up  each  evening  and 
returned  to  the  PW  office  on  the  second  floor  of  the  HomeFed  building. 


Summary 

The  overall  flow  of  the  files  through  the  centers  is  designed  to  maintain  control  of  the  original  files, 
ensure  quality  of  the  copies  and  facilitate  timely  movement  of  the  files  through  the  copying  prtxiess. 
The  primary  control  mechanism  is  the  tracking  log  maintained  by  each  department  which  monitors 
movement  of  files  at  every  stage.  The  complete  review  of  each  copy  of  the  files  by  the  quality  control 
department  maintains  the  integrity  of  the  duplicated  file.  This,  coupled  with  the  overall  controUed 
environment,  will  ensure  complete  integrity  of  the  original  files  as  well  as  ensure  the  quality  of  the 
files  provided  to  the  due  diligence  contractors. 
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SUMMARY  OF  COPY  CENTER  PROCEDURES 


Price  Waterhouse  (PW)  has  been  engaged  by  the  RTC  to  perform  and  control  the  reprxiuction  of 
HomeFed  asset  files  for  the  piupose  of  providing  due  diligence  contractors  with  copies  of  said  files. 
The  reproduction  process  is  being  performed  by  PW  in  a  controlled  environment  surrounding  the 
original  files  to  help  enstire  the  quality  of  copies  provided  to  the  due  diligence  contractors.  This 
document  summarizes  procedures  being  used  by  PW  during  the  engagement. 


Location  of  Major  Copy  Centers 

HomeFed  Building  - 
basement  Blue  RoomA'ault) 

Great  Western  Building  - 
third  floor 

Great  Western  Building  - 
tenth  floor 

Sacramento  HomeFed  Building 

Dallas  Nationwide  Capital  Building 


Maior  Copy  Centers 


Location  of  Express  Copy  Centers 

HomeFed  Building  - 
first  floor 

HomeFed  Building  - 
third  floor  (Suite  325) 
HomeFed  Building  - 

fourth  floor  (Suite  405) 
Great  Western  Building  - 

fourth  floor 
Great  Western  Building  - 

twelfth  floor  (corporate  lending) 


The  PW  copy  prtxiess  is  broken  into  four  distinct  stages:  (1)  the  preparation  stage  (2)  the  copy  stage 
(3)  the  reassembly  stage  and  (4)  the  quality  control/qtiality  assurance  stage.  In  the  preparation  stage 
the  Cles  are  checked  out  and  prepared  for  copying.  In  the  copy  stage  the  files  are  reproduced.  In 
the  reassembly  stage  the  Cles  are  reassembled  into  the  exact  state  in  which  they  were  received  &om 
HomeFed.  In  the  quality  control  stage  the  quality  of  the  copy  of  each  file  is  evaluated  prior  to 
delivery  to  the  due  diligence  contractor.  Within  each  stage  of  the  process  PW  has  implemented 
procedural  controls  in  addition  to  maintaining  physical  control  over  the  environment. 
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Preparation  Department 

The  process  begins  by  PW  requesting  files,  based  on  the  due  diligence  prioritization,  from 
HomeFed.  Transfer  of  files  is  accomplished  using  the  Transfer  Log  (see  Attachment  1).  In  the  case 
of  Asset  Control  File  Room  (ACFR),  the  ACFR  also  uses  the  Uan  File  Copy  Status  U)g  (Exhibit  I) 
when  it  logs  files  out  to  the  supervisor  of  the  preparation  department.  The  preparation  supervisor 
verifies  aU  files  contained  on  the  log  are  actually  in  the  boxes  being  received.  The  preparation 
supervisor  then  signs  the  log  maintained  by  the  HomeFed  file  room  designating  which  files  were 
received  by  PW,  and  the  files  are  removed  to  a  staging  area  within  the  HomeFed  file  room.  The  files 
are  then  transported  to  the  preparation  area  and  the  supervisor  prepares  the  Preparation  Department 
Tracking  Log  (Exhibit  II)  indicating  the  files  which  have  been  received  from  the  file  room.  As  soon 
as  the  files  are  received  in  the  preparation  area,  each  box  is  labeled  as  to  its  contents.  A  Price 
Waterhouse  Transfer  Observation  Person  (TOP)  participates  in  every  transfer  of  files. 

The  files  are  then  assigned  to  the  various  preparation  technicians  according  to  work  load.  As  the 
files  are  assigned,  the  supervisor  indicates  on  the  Preparation  Department  Loan  Assignment  Log 
(Exhibit  ni)  which  preparation  technician  was  given  each  file  as  well  as  the  time  it  was  assigned. 
The  preparation  technician  then  prepares  the  file  for  photocopying.  This  process  involves  removing 
the  various  types  of  fasteners  from  the  files  and  replacing  them  with  paper  cUps  and  rubber  bands. 
The  type  of  replacement  fastener  indicates  the  original  type  of  fastener  removed  so  the  file  can  be 
exacdy  reassembled  after  copying.  Upon  completion  of  the  preparation  process,  the  file  is  placed 
back  in  the  box  in  the  exact  order  it  was  received.  After  the  file  is  placed  back  in  the  box,  the 
supervisor  indicates  the  completion  time  on  the  tracking  log.  The  box  is  then  moved  to  the 
preparation  department's  final  staging  area. 

Copy  Detaartment 

Together,  the  preparation  supervisor  and  the  copy  supervisor  identify  and  log  aU  files  that  are 
transferred  from  the  preparation  area  to  the  copy  area.   TTie  PW  TOP  participates  in  this  process. 

The  copy  supervisor  prepares  the  Copy  Department  Tracking  I^g  (Exhibit  TV)  indicating  which  files 
are  about  to  be  removed  to  the  copy  department  staging  area.  The  copy  supervisor  and  the 
preparation  supervisor  verify  the  files  being  moved  and  they  each  sign  the  other's  tracking  log.  The 
copy  supervisor's  signing  of  the  preparation  supeivisor's  tracking  log  indicates  the  file  is  no  lon^r 
the  lesponsibUity  of  the  preparation  department.  The  PW  TOP  observes  and  assists  with  this  transfer 
and  initials  the  receipt  log.  The  files  are  then  moved  into  the  copy  department  staging  area.  The 
copy  supervisor  then  assigns  the  boxes  to  the  copy  stations  based  on  work  load  of  the  mdmdtial 
stations.  The  copy  supervisor  indicates  on  the  Copy  Department  Loan  Assignment  Log  (Exhibit  V) 
which  files  were  delivered  to  each  copy  station  and  the  time  assigned. 
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The  copy  technician  then  makes  two  copies  of  each  doctunent,  a  "shadow  copy"  and  a  "microfiche 
copy".  The  shadow  copy  wiD  ultimately  be  provided  to  the  DDCs;  the  fiche  copy  will  eventjially  be 
microfilmed  for  the  RTC  archive.  After  the  copying  is  complete  the  copy  technician  replaces  the 
fasteners  exactly  as  they  were  given  to  him.  The  copy  technician  then  rubber  bands  the  copies  to 
the  originals.  The  original  and  the  copies  are  then  put  back  into  the  boxes.  To  the  extent  additional 
box  space  is  needed  new  boxes  are  made  and  labeled.  Uf)on  completion  the  copy  supervisor  notes 
the  time  of  completion  and  the  files  are  moved  to  the  copy  department's  final  staging  area. 


Reassembly  Department 

Together,  the  copy  supervisor  and  the  reassembly  supervisor  identify  and  log  all  Gles  that  are 
transferred  from  the  copy  area  to  the  reassembly  area.   The  PW  TOP  participates  in  this  process. 

The  reassembly  supervisor  prepares  the  Reassembly  Department  Tracking  Log  (Exhibit  VI) 
indicating  which  files  are  about  to  be  moved  to  the  reassembly  staging  area.  The  reassemlily 
supervisor  and  the  copy  supervisor  verify  which  files  are  being  moved  and  each  signs  the  other's 
tracking  log.  The  reassembly  supervisor's  signing  of  the  copy  supervisor's  tracking  log  transfers  the 
responsibility  from  the  copy  department  to  the  reassembly  department.  The  PW  TOP  observes  and 
assists  with  this  process  and  initials  the  receipt  log.  The  files  are  then  physically  moved  to  the 
reassembly  department  staging  area.  The  reassembly  stipervisor  then  assigns  the  files  to  the 
reassembly  teams  based  on  their  work  loads.  Each  reassembly  team  consists  of  two  individuals.  The 
reassembly  supervisor  indicates  on  the  Reassembly  Department  Loan  Assignment  Log  (Exhibit  VII) 
which  team  each  file  was  given  to  and  the  time  each  was  assigned. 

The  reassembly  team  then  reassembles  the  miginal  file  into  its  original  state.  This  includes  placing 
the  file  in  its  original  folder  and  replacing  all  fasteners  in  exactly  the  manner  as  originally  received 
from  the  file  room.  Also,  pink  sheets  are  placed  behind  each  tab  in  the  original  file  to  segregate 
documents  already  copied  from  new  documents  added  to  the  file.  Tlie  due  diligence  contiactar  copy 
is  then  assembled  in  the  exact  fonnat  as  the  original  file  (e.g.  dividers  are  placed  where  the  origiival 
had  dividers  and  staples  are  put  where  the  original  had  staples).  The  other  copy,  the  microfiche 
copy,  is  hole  punched  and  fastened  with  ACCO  fasteners.  Upcm  completion  of  the  reassembly 
process  the  reassembly  supervisor  notes  each  file  completed  and  the  time  of  completion  on  the 
tracking  log.  The  files  are  then  moved  to  the  staging  area  far  transfer  to  the  quality  control 
department. 


Quality  Control/Oualitv  Assurance 

Together,  the  reassembly  and  quality  control  supervisors  identify  and  log  all  fUes  that  are  being 
transferred  from  the  reassembly  area  to  the  quality  control  area.  The  PW  TOP  participates  in  this 
process. 
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The  quality  control  supervisor  prepares  the  Quality  Control  Department  Tracking  Log  (Exhibit  Vm) 
indicating  which  files  are  to  be  moved  to  the  quality  control  staging  area.  The  quality  control 
supervisor  and  the  reassembly  supervisor  verify  the  Hies  that  are  to  be  moved  and  then  sign  each 
other's  tracking  log.  The  quality  control  supervisor's  signing  of  the  reassembly  supervisor's  tracking 
log  transfers  the  responsibility  for  the  files  from  the  reassembly  department  to  the  quality  control 
department.  The  PW  TOP  observes  and  assists  with  this  process  and  initials  the  receipt  log.  The 
files  are  then  physically  moved  to  the  quality  control  staging  area.  The  quality  control  supervisor 
then  assigns  the  files  to  quality  control  teams  based  on  work  load.  The  quality  control  supervisor 
notes  on  the  Quality  Control  Department  Loan  Assignment  Log  (Exhibit  DQ  which  quality  control 
team  received  each  Sle. 

The  quality  control  team  then  reviews  the  shadow  copy  page  by  page  comparing  it  to  the  original. 
The  process  is  then  repeated  with  the  microfiche  copy  compared  to  the  original.  If  the  team 
discovers  missing  pages  from  the  copy  or  illegible  pages  in  the  copy,  they  note  the  problem  on  the 
Quality  Control  Problem  Identification  Report  (Exhibit  X)  which  details  a  description  of  the 
problem.  Also  the  problem  pages  are  flagged  both  on  the  copy  as  well  as  the  original.  The  quality 
control  supervisor  then  indicates  on  the  tracking  log  which  files  are  complete  and  which  files  need 
rework  and  the  time  of  completion.  The  completed  files  are  moved  to  the  completed  file  staging  area 
and  the  files  needing  rework  are  moved  to  the  rework  staging  area.  Files  for  which  other  problems 
have  been  identified  are  placed  on  an  Elxceptions  Processing  Assignment  Log  (Exhibit  XHI)  and 
exceptions  are  resolved. 

The  files  requiring  rework  are  then  moved  to  the  rework  area  and  the  quality  control  supervisor 
notes  on  the  tracking  log  which  files  were  moved  to  the  rework  area  and  the  time  they  were  moved. 
The  rework  staff  makes  the  necessary  corrections  to  the  copies  based  on  the  problem  identification 
report.  Upon  completion  the  quality  control  supervisor  indicates  on  the  tracking  log  which  files  have 
been  completed  and  the  time  of  completion.  The  files  are  then  reviewed  by  the  quality  control 
department  in  the  same  matmer  as  before  they  went  to  the  rework  group. 

Upon  completion  of  the  quality  control  procedures,  the  original  files  are  moved  to  the  quality 
assurance  department  where  they  are  staged  for  quality  assurance.  Quality  assurance  is  an 
additional  quality  control  step  done  by  PW  employees  on  a  sample  of  the  files.  Quality  Assurance 
is  tracked  on  the  Quality  Assurance  Department  Loan  Tracking  Log  (Exhibit  XI).  Quality  assurance 
assignments  are  tracked  on  the  Quality  Assurance  Department  Loan  Assignment  Log  (Exhibit  XH). 

When  files  are  ready  for  shipping,  the  Quality  Assurance  supervisor  notifies  the  transfer  departmenL 
Files  are  transferred  following  the  procedures  in  Section  V. 
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Enviponnient 

The  overall  reproduction  process  is  being  performed  in  controlled  environments.  Access  to  the  areas 
are  physically  restricted  allowing  access  only  to  authorized  personnel.  Access  is  controUed  through 
the  use  of  a  sign  in  and  sign  out  process  monitored  by  a  security  giiard  and  all  authorized  persoimel 
are  given  badges  which  mtist  be  displayed  at  all  times.  Guards  are  posted  at  all  points  of  access 
allowing  access  only  thrtjugh  one  entrance. 

The  overall  flow  of  files  through  the  copy  centers  is  designed  in  a  manner  to  segregate  the  physical 
location  of  the  files  into  the  four  distinct  departments  previously  described.  No  files  are  moved 
between  departments  without  the  knowledge  of  the  department  supervisors  and  PW  TOP,  and 
without  being  logged  on  the  tracking  logs  of  both  departments. 

AU  logs  are  maintained  within  the  respective  copy  center  departments. 


Express  Copv  Centers 

The  chief  fiinction  of  the  express  copy  centers  is  to  reproduce  documents  which  the  DDCs  have 
tagged  during  original  file  review  and  which  will  be  used  to  build  the  investor  files.  Since  the 
express  copy  centers  are  smaller  in  terms  of  copy  volume  than  the  major  copy  centers,  the  division 
of  labor  in  the  express  centers  is  less  rigid  than  in  the  major  centers.  The  procedures  for  express 
copy  centers  follow:  »• 

1.  The  PW  express  copy  center  logs  files  from  the  due  diligence  contractor  as  received, 
recording  loan  number/name,  container  niunber  (if  applicable),  and  number  of  files  received 
(see  Exhibit  XIV). 

2.  The  due  diligence  contractor  signs  the  log  form  and  indicates  his  or  her  badge  number  and 
social  security  number  and  the  time  the  file  exchange  took  place. 

3.  The  files  received  from  the  due  diligence  contractor  contain  documents  that  have  been 
tagged  for  copying.  The  due  diligence  contractor  uses  col(»ed  tabs  to  mark  the  beginning 
and  end  of  each  doctmient  designated  for  copying.  Yellow  tabs  labelled  with  a  "6"  mark  the 
begirming  of  a  document.    Red  tabs  labelled  with  an  "TT  mark  the  end  of  a  document. 

4.  Cspying  is  done  by  temporary  teams  comprised  of  two  employees  per  machine.  The  teams 
are  under  the  full-time  supervision  of  a  PW  employee.  Tagged  documents  to  be  copied  are 
removed  from  their  bindings  and  maintained  in  original  order.  Copies  are  paper  clipped  or 
rubber  banded  in  groupings  that  follow  the  original  order  of  the  documents.  All  copies 
pertaining  to  a  folder  within  the  original  asset  are  placed  in  HianillH  folders. 
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COLLATERAL  COPY  AND  CERTIFICATION  PROCESS 

Collateral  Fil»  Copy  9nd  Certification  procedures  consist  of  the  following  5  stages: 

1.  Receiving  Stage  •  Collateral  files  are  received  from  the  original  file  source. 

2.  Preparation  Stage  •  Each  page  of  each  collateral  file  Is  numbered  and  the 
files  are  prepared  for  copying.  The  pagination  process  Is  checked  by  PW  to 
ensure  that  all  ptgas  are  numerically  sequenced  and  the  sequence  range  is 
noted  for  each  file. 

3.  Copying  Stage  •  One  copy  of  all  documents  in  the  collateral  files  is  m»de. 

4.  Reessembly/Quelity  Control  Stage  -  The  original  document  is  reassembled 
and  the  copy  is  arranged  and  assembled  in  the  same  manner  as  the  original. 
100%  of  the  copy  is  then  compared  oy  the  same  temporary  personnel  on  a 
page-by-page  basis  to  the  original  document. 

5.  Ouellty  AsiurancB  Stage  •  100%  of  the  copy  Is  compared  by  PW  to  the 
original  collateral  file  to  confirm  consistency  and  to  verify  page  number 
sequence.  Eacn  page  of  the  copy  »  stamped  v»rith  a  cenlfication  stamp  on 
its  face  in  red  Ink. 

In  addition,  apeelal  copy  procedures  are  provided  for  copying  of  oversized 
documents.  The  above  stages  contain  a  series  of  checks  to  maintain  control  of  the 
files  (e.g.  logging  proceoures)  m  oroer  to  ensure  the  quality  of  the  copying  process 
and  the  movement  of  ttie  files  through  the  various  processes  on  a  timely  basis. 
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II.         STAFnNO  MIX  BY  SHIFT 

Prpcfldurt 

Shipper 

Document  Prepper 

QA  Pagination 

Copier 

QC/ReassemPler 

QA 

TOP 

Qmnmtt\  Mtinagifr 

Total 

*  Includes  one  supervisor 


AvBfoa  Uumhar  of 
Staff 

S3tL      Tflmoorarv 
1 


6* 

11  • 

1 
1 


QA  Papinptlpn 

QA  Pagination  checks  the  numerical  sequence  of  each  page  of  the  original 
collateral  tile  and  lists  the  starting  and  ending  page  numpers  for  each  file  in  the 
'Preparation  to  Copy'  transfer  log. 

Quality  ABiuranea 

Two  person  QA  teams  compare  the  copy  P8ge-0y>page  with  the  original  file, 
stamping  each  page  with  the  certification  stamp. 
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Tmnsfof  nhsTvatinn  Par^nn  fTOPl 

The  TOP  verifies  the  contents  of  each  box  match  the  log  sheets  provided  by  the 
bank.  The  TOP  accompanies  the  boxes  as  the  shippers  move  them  from  one 
department  to  another,  signing  the  transfer  log  at  each  destination. 

General  Manaoar  (GK/ll 

The  General  Manager  oversees  atl  operations,  resolving  any  discrepancies  that 
arise. 

III.       RECEIVING 

1.  The  PW  Transfer  Observation  Person  ("TOP")  verifies  that  the  contents  of 
each  box  match  the  log  sheets  provided  by  the  Home  Federal  Bank  Senior 
Pile  Asset  Coordinator  at  the  bank.  If  there  are  discrepanclas.  tha  TOP  and 
the  Senior  Pile  Asset  Coordinator  reconcile  them  immediately.  The  PW 
employee  taking  possession  of  the  documents  signs  the  Original  Collateral 
Pile  Transmittal  provided  by  the  Senior  Pile  Asset  Coordinator. 

2.  TYie  TOP  makes  a  copy  of  the  Original  Collateral  Pile  Transmittal  and  takes  It 
to  MIS  to  create  the  printed  logs  for  the  copy  process.  The  Senior  Pile  Asset 
Coordinator  keeps  the  original  transmittal  form. 

3.  Por  each  box,  the  MIS  person  creates  printed  logs  for  the  transfer  of  each 
box  between  the  follOM/ing  areas: 

•Bank  to  Shipping 

•Shipping  to  Document  Preparation 

•Document  Preparation  to  Copy/Reassembly /QC 

•Copy/Reassembiy/QC  to  Quality  Assurance 

•  Quality  Assurance  to  Shipping 

•Shipping  to  Bank 

(See  copies  of  transfer  logs  at  Appendices  A-2  through  A-7) 

4.  Ttie  TOP  takes  the  printed  logs  to  the  bank  and  verifies  that  the  MIS  printed 
logs  match  both  the  contents  of  the  boxes  and  the  Original  Collateral  Pile 
Transmittal  from  the  Senior  File  Asset  Coordinator.  Discrepancies  are 
resolved  by  the  TOP  and  Senior  Pile  Asset  Coordinator.  The  logs  for  each 
box  and  a  copy  of  the  bank's  transmittal  form  are  placed  in  a  folder  marked 
for  that  box. 

5.  The  TOP  calls  for  shippers  to  move  the  boxes  to  be  transferred. 

Revised:  12/08/92 
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e.     TTw  Senior  File  Asset  Coordinator  and  trie  snipper  confirm  tne  contents  ot 
tho  boxBs  to  be  transferred.  TMs  Senior  rile  Asset  Coordinator  and  (Me 
Shipper  sign  the  'Bank  to  Shipping*  transfer  log(s).  The  TOP  observes  this 
process  and  signs  the  transfer  log. 

7.  The  TOP  accompanies  the  boxes  as  the  shippers  move  them  from  the  bank 
lu  ilia  wupy  center. 

NOTE:  For  each  transfer  throughout  the  process,  after  the  logs  have 

been  slgngd  and  •  dapartrrwnt  team  has  been  asslgnad.  the 
TOP  makes  two  copies  of  the  log.  The  TOP  keeps  the  original, 
one  copy  Is  filed  with  the  trBnsferrIng  department  and  one  copy 
It  collected  by  MIS. 

8.  At  the  completion  of  this  transfer,  the  Shipper  and  the  Document 
Preparation  Supervisor  confirm  the  contents  of  the  boxes  and  sign  the 
'Snipping  to  Document  Preparation*  transfer  logts}. 

IV.       PREPARATION 

1.     PAGINATION 

A.  After  the  Shipper  transfers  the  collateral  files  to  the  Prep  Department, 
the  Prep  Supervisor  assigns  the  flies  to  a  two-person  Prep  team  and 
Indicates  on  tho  Tracking  Log  which  team  received  the  files. 

B.  Pagination  sequences  are  assigned  to  the  Prep  teams  for  use  in 
numbering  the  document  pages,  for  example: 

Team  A  100001         to  200000 

Team  B  200001         to  300000 

Team  C  300001         to  400000 

The  numbers  are  preprinted  peel-off  labels. 

C.  The  release  of  sequence  numbers,  In  manageable  Increments,  Is 
carefully  controlled  by  the  Prep  Supervisor.  The  Prep  Supervisor  pays 
special  attention  to  ensure  that  the  right  increments  are  given  to  the 
right  teams. 

D.  The  members  of  the  individual  Prep  teams  sit  facing  each  other.  The 
person  directly  facing  the  file  places  the  number  on  the  page.  Tne 
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porson  wno  faces  opposite  the  direction  of  tns  Tile  turns  the  file  pages 
end  checks  thai  the  numbers  are  properly  applied- 

E.       The  team  member  sequencing  the  pages  places  the  numbers  on  the 
bottom  right  corntr  of  each  page,  to  as  rwt  to  obllterato  the  printed 
text.  If  there  Is  no  space  in  the  bottom  right  corner,  the  team  mennber 
places  the  number  In  one  of  the  following  areas,  with  "a"  ranKing  as 
the  highest  priority  choice  and  'e*  the  lowest: 

a)  vercically  along  the  right  margin  area  near  the  bottom 

b)  In  the  bottom  left  comer 

c)  vertically  along  the  left  margin  area  near  the  bottom. 

d)  In  the  bottom  center 

•)        vertically  along  the  right  mergln  starting  at  the  top  and  worltlng 
down 

NOTE:  All  documenu  including  special  documents  (I.e.,  plat 

maps)  are  to  be  paginated  according  to  above 
procedures. 

2.      PREPARATION 

After  the  pagination  process  has  been  completed,  the  team  performs  the 
following  steps  to  prepare  the  files  for  the  copy  process: 

A        The  "Prep-er"  removes  staples  from  documents  and  places  a  paper 
cup  on  each  set  ot  documents  that  need  to  be  re-stapled  later  to 
maintain  the  Inteority  of  the  file. 

B.        if  several  stapled  documents  are  paper  clipped  together  In  the  original 
file  the  "Prep-er"  replaces  each  staple  with  a  paper  clip  and  then  clips 
all  these  documents  together  with  the  original  paper  clip.  The  "Prep- 
er*  also  places  a  post-lt  note  by  the  original  paper  clip  instructing  the 
assemblers  to  paper  clip  those  rapied  documents  together. 

NOTE-  If  a  special  document  is  encountered  (i.e.,  plat  maps),  the 

"Prep-er"  refers  to  the  Special  Document  Procedures  (See 
Special  Document  procedures  In  Section  VIIH. 

C         File  covers  are  prepared  by  the  Prep  Department  for  the  copy  of  the 
files    The  file  covers  prepared  by  the  Prep  Department  contein  the 
label  for  the  front  of  the  folder  which  states  the  file  title.  The  Prep 
Depirtmant  places  each  file  cover  In  Its  copy  box. 

R*viM4:    1?X)8je2 
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3.      PW  PAGINATION  QUALITY  ASSURANCE 

A.  After  the  preparation  of  the  box  of  files  is  completed.  PW  Pagination 
Quality  Atturanoe  ("QA")  cheeks  the  numerical  sequence  of  each 
page  of  the  original  collateral  file.  PW  Pagination  QA  obtains  the 
'Preparation  lo  Copy'  transfer  log  from  the  TOP  and  lists  the  starting 
and  ending  page  numbers  for  each  file  under  the  eonvnents  column. 

B.  If  a  page  i«  accidentaNY  not  numbered,  a  number  must  be  added  to 
the  sequence  (i.e.  If  an  un-numbered  page  is  found  between  #15  and 
#16,  The  page  is  numoered  as  f  iBa.)  If  a  number  is  accidentally 
skipped  In  the  aequence.  a  page  noting  'this  page  left  Intenttonally 
bianl('  Is  numbered  and  inserted  in  between  the  gap  in  the  numbers  to 
restore  the  numerical  sequence. 

When  the  Pagination  QA  process  is  complete,  the  Prep  Supervisor  and  the  Copy 
Supervisor  confirm  the  contents  of  the  box  and  sign  the  "Preparation  to  Copy' 
transfer  log.  The  TOP  observes  this  process  and  signs  the  transfer  log. 

V.       COPYINQ 

1 .  After  the  Prep  Supervisor  trensfers  the  collateral  files  to  the  Copy 
Department,  the  Copy  Supervisor  assigns  the  box  to  a  copy  person  (copier) 
and  Indicates  on  the  'Preperatlon  to  Copy'  transfer  log  which  copier 
received  the  box.  Files  that  are  not  assigned  are  held  In  a  staging  area  in  a 
certain  section  of  the  Copying  Department  until  they  are  assigned  to  a 
copier. 

2.  The  Copier  removes  the  documents  from  the  collateral  files  and  places  the 
documents,  one  pege  et  a  time,  on  the  copy  machine  facing  down. 

•  The  Copier  checks  each  document  for  any  two-sided  or  varying  sized 
pages  before  it  Is  copied-  Alt  documents  are  copied  on  8-1/2'  X  14* 

paper.   On«  Bopv  ta  made  of  •vrv  original  document. 

•  Two-sidsd  documents  are  copied  onto  two  separate  sheets.  Wo  two- 

•  No  documents  are  reduced  or  enlarged;  the  size  of  the  original 
document  is  the  size  of  the  copy. 


Rtv<««4:    12/08/S2 
Privieui  R«vl«ior:   11/04/S2 
RIWMma:   C:\MRC0PY\CEaT 


92 


Exhibit  D 


AfT9r  the  file  Is  copied,  the  Copisr  places  the  copy  In  the  folder  prepared  by 
the  Prep  Oepercment  and  hands  ih«  folder  and  the  originals  to  the 
Reassembiy/QC  team  assigned  to  that  copier.  During  the  copying  process, 
the  folder  Is  kept  under  each  stack  of  copies. 

NOTE:  When  a  Special  Document  file  is  located,  copy  departrnent 

creetee  a  special  document  folder  for  each  copy  and  places  the 
folders  in  the  appropriate  stacks. 


VI.       REASSEMBLY/QUAUTV  CONTROL 

The  Reassembly/Quality  Control  team  of  two  temporary  personnel 
reassemble  and  restore  the  original  file  to  its  original  state.  The  reassembly 
team  works  together  to  simultaneously  reassemble  the  original  file  and 
assemble  the  copy  file  to  be  identical  to  the  original  file. 

The  reassembly  procedures  are  as  follows: 

1 .  The  Reessembly/OC  team  is  assigned  to  a  copier  and  reassemble  the  original 
and  the  copies  immediately  following  the  copy  process. 

2.  The  reassembly  of  the  original  collateral  file  and  the  building  of  the  copy  file 
is  done  simultaneously  by  the  reassembly  team.  The  following  procedures 
illustrate  proper  reassembly: 


OrlQinal  File: 

A.  The  resttembler  staples  all  documents  which  arc  paper  clipped  and 
have  original  staple  holes.  Documents  without  staple  holes  remain 
paper  clipped  only. 

B.  The  reassembler  places  all  documents  back  In  the  original  folders. 

NOTE:  If  the  reassembler  comes  across  a  manllla  folder  with  a 

Special  Copy  information  Sheet  attached,  they  affix  a 
note  to  the  top  of  the  box  Indicating  that  a  special 
document  needs  to  be  reinserted.  They  also  make  a 
•Imllor  nototion  on  the  'Reeesembiy/Quallty  Control  to 
Quality  Assurance'  transfer  log  In  the  comments  column. 
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Copy  Plla: 

The  copy  file  ■xacilv  duplicates  the  original  file.  The  following  procedures  are 
followed: 

A.  The  reassembler  staples  all  copies  in  accordance  with  the  original  file. 

B.  The  reassembler  labels  and  places  dividers  in  the  copy  file  in 
accordance  with  the  original  file. 

NOTE:  If  a  special  document  folder  Is  found  during  the 

reassemoiy  process,  but  trie  special  docurnent  has  noi 
been  returned  from  reproduction,  the  reassembler  leaves 
the  folder  in  the  file  in  the  same  manner  as  they  found  It. 

C.  If  a  copy  is  illegible,  the  reassembler  refers  to  the  original  documem. 
If  the  original  document  Is  legible,  the  reassembler  recopies  that 
document,  using  9  convenience  copier.  If  the  original  Is  illegible  and 
cannot  produce  a  satisfactory  copy,  the  reassembler  files  a  Poor 
Quality  ('PQ'}  sheet  on  top  of  or  in  place  of  the  illegible  copy. 

While  the  asseoioiy  and  reassembly  is  pertornnsd,  the  team  also  performs  a  lOOM 
quality  control  checii  of  the  copies  of  the  collateral  files  for  completeness  and 
legibility. 

1 .  To  checli  the  completeness  of  the  copy,  the  QC  team  compares  the  copy 
witn  tne  original  riie  page-oy-page.  While  checKing  completeness,  the  QC 
team  reviews  the  overall  legibility  of  the  copy. 

NOTE:  If  a  epocial  document  folder  is  found  during  the  QC  process,  but 

the  special  document  has  not  been  returned  from  reproduction, 
tne  reassemoier  leaves  the  foider  in  the  file  in  tne  same  manr>«r 
as  they  found  K. 

2.  If  B  oopy  Is  misslns  or  Illegible  or  If  the  file  it  improperly  tabbed  or  labelled, 
the  QC  team  notes  it  on  a  Problem  Log  obtained  from  the  Reassembly/QC 
Supervisor  (See  copy  of  Problem  Log  at  Appendix  A-8)  and  eorrecu  tha  file. 


NOTl:  If  a  copy  le  ilteglble,  the  OC  worker  refers  to  the  orlgir^l 

document.  If  the  original  document  is  legible,  the  QC  worker 
recopies  that  document,  using  a  convenience  copier.  If  the 
original  is  illegible  and  cannot  produce  a  satisfactory  copy,  tha 
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QC  worker  files  e  PQ  sheet  (obtained  from  the  Resssembly/OC 
Supervisor)  or^  top  of  or  in  piece  of  the  illegible  copy. 

3.     After  the  copy  is  checked  by  the  Reassembly /QC  team,  the  entire  file  is 
returned  to  tho  Reassembiy/QC  Supervisor.  The  Reassembly/QC  Supervisor 
and  the  QA  Supervisor  confirm  the  contents  of  the  boxes  and  sign  the 
'Reassembly/Quality  Control  to  Quality  Assurance'  transfer  log.  The  TOP 
observes  this  process  and  signs  the  transfer  log. 

VII.      QUALITY  ASSURANCE 

At  this  stage,  100%  of  the  copies  of  the  collateral  files  are  re-checked  for 
complatenass  and  laglblilty  and  the  copy  file  is  stamped  with  the 
certification  stamp.  The  QA  is  performed  by  PW  staff. 

1.  After  the  QC  Supervisor  transfers  the  collateral  files  to  the  QA  Department, 
the  QA  Supervisor  assigns  the  boxes  to  two-person  QA  teams  and  Indicates 
on  the  'ReassembiyyOuailty  Control  to  Quality  Assurance*  transfer  log 
which  QA  teem  received  the  boxes.  Piles  that  are  not  assigned  are  held  In  a 
sieging  aiee  in  o  uvrlain  svutlun  af  the  QA  Oepanment  umlt  ihey  are 
assigned  to  the  QA  team. 

2.  To  check  the  completeness  and  accuracy  of  the  copy,  the  original  file  IB 
placed  on  the  table  In  front  of  one  team  member  and  the  copy  Is  placed  In 
front  of  the  other.  The  OA  team  then  compares  the  copy  page-by-page  with 
the  original  flie.  While  checking  for  completeness  and  legibility,  the  team 
member  with  the  copy  also  stamps  each  page  of  that  copy  with  the 
certification  stamp  (see  Collateral  Certification  Process  below). 

3.  If  e  special  document  folder  is  found,  t>ut  the  special  document  has  not  been 
returned  from  reproduction,  the  QA  worker  contacts  the  Special  Documents 
Manager  to  determine  the  status  of  the  document.  It  is  the  responsibility  of 
the  Special  Documents  Manager  to  track  each  special  document  being 
reproduced  end  ensure  that  the  original  Is  correctly  returned  to  lis  file  and 
the  copies  are  correctly  placed  in  the  respective  copy  flies.  (See  Special 
Document  procedures  In  Section  VIII). 

A.      If  a  copy  is  missing  or  Illegible,  the  OA  team  notes  It  en  the  Problem  Log 
obtained  from  the  QA  Supervisor  (e  new  Problem  Log  is  filled  out  for  each 
file  (loan I  witnin  the  box).  The  OA  team  then  correcu  the  file,  if  the 
illegible  copy  is  due  to  an  illegible  original  and  a  PQ  sheet  has  not  been 
included  by  QC,  the  QA  team  flies  a  PQ  sheet  (obtained  from  the  QA 
Supervisor)  on  top  of  or  in  place  of  the  illegible  copy. 

PrevtoM  Revision:   1 1 10*192 
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C0LLAT6RAL  CERTIFICATION  PROCESS 

The  purpose  of  the  certification  process  is  to  provl(]e  a  copy  of  the  original 
ooliaterai  documenu  which  It  certified  a>  business  records  of  HomeFed  Bank. 
HomeFed  (*HF*)  is  responsible  for  the  actual  canlficatlon.  PW  is  rasporuibie  for 
providing  and  managing  the  controlled  environment  In  which  certification  takes 
place.  The  cealficatlon  process  provides  that  a  HF  employee  supervise  PW 
employees  stamping  documents  wtxh  stamps  bearing  the  HF  employea'S  signature. 
Throughout  the  process,  the  following  assumpilont  are  otade: 

•  Each  HF  employee  is  responsible  for  tha  stamps  bearing  his  or  her  signature. 

•  All  stamps  are  maintained  In  a  locked  file  cabinet  located  m  tha  certification 
area. 

•  Each  HF  employee  has  a  key  to  the  file  cabinet. 


R«vl«M:    MJ09I9Z 

Prtviowt  fl«v«tton:    11/04/82 

ptMnaifw;    C:\Hf\C0PV\CmT  10 


96 


Exhibit  D 


1 .  DISTRIBUTION  OF  THE  STAMPS 
La99iny  Stamps  Out 

A.       The  HF  Employee  unlocks  xhe  nie  cabinei  and  removes,  for  each  QA 
team,  one  stamp  bearing  his  or  her  signature  and  then  relocks  the 
cabinet. 

e.       The  HF  Employee  distributes  one  stamp  to  each  QA  team. 

C.  Each  member  of  the  QA  team  fills  in  his  or  her  name  on  the 
Certification  Stamp  Assignment  Log  (see  copy  of  Certification  Stamp 
Astlgnmsnt  Log  attached  at  Appendix  A-IO). 

D.  The  HF  employee  enters  and  initials  the  time  the  QA  team  received 
the  stamp  on  the  Assignment  Log. 

Lo9<plnQ  Stamp  In 

A.  The  MF  employee  collects  an  of  the  stamps  bearing  his  or  ner 
signature. 

B.  The  HP  EmpioY«e  enters  and  initials  the  time  the  team  returned  the 
Stamp  on  the  Assignnient  Log. 

C.  The  HF  Employee  unlocks  the  file  cabinet,  transfers  the  stamps  to  the 
file  cabinet,  and  then  relocks  the  cabinet. 

2.  LOG  MAINTENANCE 

The  original  Certification  Stamp  Assignment  Logs  are  maintained  by  PW. 
Copies  of  the  logs  are  turned  over,  at  the  completion  of  the  certification 
process,  to  Kelly  Stimpson  ond/or  Mike  Hargrove,  Greet  Western  Building, 
Roor  B>2  (699-78981.  Copies  of  the  Logs  are  also  be  delivered  to  the  Bank. 

3.  APPLICATION  OF  THE  PROCESS 

The  certification  process  occurs  simultaneously  with  the  QA  process.  The 
QA  team  member  with  the  copy  of  the  collateral  file  is  designated  as  the 
"Stamper'.  The  Stamper  observes  the  following  procedures: 

A.       Quality  assure  each  document  to  be  certified  by  following  the 
procodures  outlined  above. 

fUvl*M:    12/00/82 

Pr«viou»  Heyl«ion:   11/04/92 

CIltnimB:    C:\W\COPY\CWT  11 
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B.        Determine  where  the  certification  stamp  is  placed  on  the  document 
according  to  the  following  hierarchy: 

•  bottom  of  the  page,  center 

•  bottom  of  tho  page,  right  side 

•  vertical  in  the  right  margin,  as  near  the  bonom  as  possible 
e  vertical  In  the  left  margin,  as  near  the  bottom  as  possible 

•  top  of  the  page 

It  Is  Important  that  the  stamp  not  obscure  any  printed  text.    However,  if 
adequate  empty  space  la  not  available  on  the  document,  the  stamp  Is  pieced 
in  a  position  which  obscures  as  little  text  as  possible  and  only  covers  'form 
text'  (not  signatures  or  unique  information).  If  a  document  Is  accidantaliy 
stamped  twice,  the  document  is  recopled  and  stamped  again, 

C-       Stamp  each  page  of  the  copy  with  the  certification  stamp  in  red  Ink 
under  HF  supervision. 

D.       The  QA  team  member  worKing  with  the  original  collateral  file  (person 
sitting  In  the  middle)  checl^s  the  imprint  of  the  stomp  to  ensure  proper 
placement  and  legibility  of  the  Imprint.  If  the  imprint  is  improperly 
placed  or  is  illegible,  a  new  copy  of  the  page  is  immedietely  made  by 
the  Stamper.  The  Stamper  notes  the  problem  on  the  Problem  Log  and 
then  reatamps  the  page. 

NOTE:  If  the  Stamper  encounters  an  Illegible  copy  which  has  not 

been  corrected  by  Reassembly/QC,  the  Stamper  notes 
the  problem  on  the  Problem  Log.  recoples  the  page  and 
then  stannps  the  page. 


After  The  QA  and  Certification  processes  has  been  completed,  the  boxes  are 
returned  to  the  QA  Supervisor.  The  TOP  calls  for  shippers  to  transfer  the  boxes  to 
the  bank.  The  QA  Supervisor  and  the  Shipper  confirm  the  contents  of  the  boxes 
end  sign  the  "Ouality  Assurence  to  Slilpping'  transfer  log.   The  TOP  observes  this 
process  and  signs  the  transfer  log.  The  TOP  accompanies  the  boxes  as  the 
shippers  move  them  from  the  lOth  floor  of  the  Great  Western  Building  to  the  bank. 

At  the  completion  of  the  transfer,  the  Shipper  and  the  Senior  File  Asset 
Coordinator  confirm  the  contents  of  the  boxes  and  sign  the  "SNppIng  to  Bank' 
transfer  togs  (one  for  the  original  file  and  one  for  the  certified  copy).  The  TOP 
observes  this  process  and  signs  the  transfer  logs. 


N«wli*d:  ia/os/93 

frsvieut  Ravlslon:    1 1 A04/S2 

PUantfTw:    C:\HF\COPY\CERT  12 
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VIII.     SPECIAL  DOCUMENT  PROCEDURES 


1.     PREPARATION 


As  temporary  personnol  note  a  special  document  within  the  original  file,  they 
observe  the  foltowing  procedures  In  preparation  for  the  pick  up  of  the  special 
document  by  the  PW  Special  Docunrtents  Handler  for  reproduaion: 


Temporary  personnel  remove  the  tpeciel  document  from  the  original 
file. 

Temporary  personnel  complete  a  Special  Copy  Information  Sheet 
(consult  with  Prep  Suparvisor  or  General  Manager  if  any  Information  It 
not  readily  apparent)  and  nnake  1  copy  of  ttie  completed  form. 

NOTE:  If  more  than  one  special  document  exists  in  the  same 

exact  location  m  a  file  (I.e.  3  plat  maps  stapled  together), 
the  temporary  personnel  record  the  special  documents  on 
only  one  Speciel  Copy  Informetlon  Sheet  (see  copy  of 
Special  Copy  Information  Sheet  attached  et  Appendix  A- 
11). 

The  original  and  copy  of  the  Special  Copy  Information  Sheet  are  used 
as  follows: 


i)        Temporary  personnel  attach  the  original  Special  Copy 

Information  Sheet  to  the  outside  of  a  manilla  folder  which  It 
Inseaed  in  the  file  where  the  special  document  resided. 

II)        Temporary  personnel  anach  ttie  copy  of  the  Special  Copy 

Information  Sheet  to  the  outside  of  another  manilie  folder  and 
insert  the  original  special  document  In  that  folder. 


NOTE:  Once  the  copy  is  produced,  copy  depanment  creates  e 

manilla  folder,  with  a  copy  of  the  Special  Copy 
information  Sheet  attached,  and  places  It  In  each  of  the 
copy  filet. 


H«v<Md:   MI0SI91 

Prrneut  R*visien:   1 1  /04I92 

Fllantma:   C;\Hf\COPYVCERT  13 
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C.  Th*  manilla  folder  containing  the  original  documanx  is  released  by 
temporary  personnel  by  logging  It  onto  tne  'Special  Copy  Transfer  Log 
For  Collateral*  (see  copy  of  Special  Copy  Transfer  log  For  Collateral 
anached  at  Appendix  A>12). 

D.  Temporary  personnel  contact  the  PW  Special  Documents  Handler  to 
pick  up  the  manilla  Toioers  containing  the  original  document  to  be 
copied  and  a  completed  Special  Copy  Information  Sheet. 


Revtted:    12/08/92 

frtvloui  Rwltlort:    11/04/92 

nMnama:   C:\HF\COPY\CERT  14 
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Handler/Special  Documents  Managsr  Procedures 

All  requasTs  for  the  copying  of  Special  Documenu  is  handled  by  the  PW  Special 
Documents  Handler  and  the  Special  Documents  Manager.  The  following 
procedures  are  observed: 

A.  The  Handler  confirms  that  a  separate  manllla  folder,  with  the  original  Special 
Copy  Information  Sheet  atuched,  has  been  placed  in  the  file  where  the 
apeciai  document  originated  end  verifies  that  the  Speciel  Copy  Informetion 
Sheet  has  been  filled  out  completely  and  legiDiy.  TDe  purpose  of  this  maniiia 
folder  Is  to  facilitate  the  return  of  the  special  document  to  its  proper  place 
when  the  copy  process  is  cornplete. 

.  B.  The  Handier  then  documents  the  transfer  of  the  special  document  by 

completing  the  "lYeieased  to'  columns  of  the  transfer  log  accompanying  the 
manilia  folder  containing  the  speciel  document. 

NOTE:  Merc  then  one  special  document  can  be  recorded  on  the  seme 

log. 

C.  The  Handler  maices  a  copy  of  the  Transfer  log  and  the  Special  Copy 
Information  Sheet  (found  on  the  manllla  folder),  and  provides  the  Special 
Documents  Manager  with  the  juiaioa]  transfer  log  and  a  copy  of  the  Speciel 
Copy  Information  Sheet. 

NOTE:  The  original  transfer  log  remains  with  the  Special  Documents 

Manager  for  control  purposes  until  the  Handier  returns  from  the 
vendor  with  the  copy  and  is  reedy  to  make  final  dolivorlea. 

D.  The  Special  Documents  Manager  examines  the  transfer  log  and  Special  copy 
Information  Sheet  and  conflrnts  that  they  have  been  completed  properly  (I.e. 
for  Special  Copy  Transfer  Log  For  Collateral,  confirm  that  loan  n8me/#,  date, 
time,  name,  dept,  and  SSN  have  been  legibly  filled  out  by  the  person  who 
released  the  document's  Into  the  Hsndler's  possession  and  by  the  Handler 
who  tooic  possession),  f^r  Special  Copy  information  Sheet,  confirm  that 
loan  «,  name,  esset  pool,  file  type  description,  number  of  copies,  and 
sequence  identifier  have  been  legibly  filled  out  by  the  person  who  released 
the  document  Into  the  Handler's  possession). 


E.  The  Special  Documents  Manager  determines  which  vendor  is  being  used  and 
provides  the  informetion  to  the  Hendler. 

A«vi««di  i2/oa/e2 

fraviouf  Rtvltlen:   11^/92 

nmymrwt   C:^P\COPY\CEnT  16 
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NOTE:  If  more  than  on«  tpeciel  documant  Is  being  reproduced  and  the 

Items  listed  on  a  transfer  log  are  being  sent  to  different 
vendor*,  a  copy  of  the  transfer  loB  *t  made  for  each  Handler 
Involved  In  this  process. 

F.  The  Handler  delivers  the  manllla  folder  containing  the  original  document  to 
the  designated  vendor  and  welts  until  the  reproduction  process  Is  completed. 
The  Handler  ts  present  and  supervises  vendor  personnel  making  the  copies. 
(If  the  vendor  is  unable  to  complete  all  of  the  Jobs  listed  on  the  transfer  log 
in  a  business  day,  the  Handler  returns  the  incomplete  jobs  to  the  Special 
Documents  Manager  for  reassignment  on  the  following  day.) 

Q.  Once  the  Vendor  has  completed  the  reproduotlon  process,  the  Handler 
returns  the  maniiia  folder  with  the  special  document  original  and  the  special 
document  reproductions  to  the  Special  Documents  Manager  for  review  and 
Instructions  on  the  final  destinations  of  these  items.   At  this  time  the 
Handler  retrieves  the  original  transfer  log  from  the  Special  Documenu 
Manager  and  provides  the  Special  Doouments  Manager  with  his  or  her  copy 
of  the  transfer  log  (e.g.  the  Handler  and  the  Special  Documenu  Manager 
exchange  transfer  logs). 

NOTE:  If  reproduction  Is  incomplete  or  inaccurate,  the  Special 

Documents  Manager  takes  physical  possession  of  the  special 
document,  transfer  log  copy,  and  Special  Copy  Information 
Sheet  and  stores  them  in  the  Special  Documents  area  until  they 
can  be  re-assigned  on  the  next  shift. 

H.  The  Handler  delivers  the  original  file  end  the  reproductions  to  the  Indicated 
destination.  The  receiving  department  completes  the  "Received  by 
Department"  columns  on  the  original  transfer  log. 

i.    When  all  deiiverlea  on  the  original  transfer  log  have  been  completed,  the 
Hendler  returns  the  orlginel  transfer  log  end  the  Special  Copy  Information 
Sheet  to  the  Special  Documents  Manager. 


Mevind:  U/oa/92 

Pitviout  Ravlsien:  nAM/S2 

FMnatiw:    C:\Mf\COPY\Ce«T  10 
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APPENDIX 

Original  Coll«t«ral  Fit«  Transmittal  A-1 

Banic  to  Shipping  Transfer  Log  A-2 

Shipping  to  Document  Preparation  Transfer  Log  A*3 
Document  Preparation  to  Copy/AeasssmblY/QC  Transfer  Log      A*4 

Copy/Reassembly/QC  to  Quality  Assurance  Transfer  Log  A«5 

Quality  Assurance  to  Shipping  Transfer  Log  A-6 

Shipping  to  Bank  Transfer  Logs  A-7 

Problem  Log  A-8 

Certification  Stamp  Assignment  Log  A-9 

Special  Copy  Information  Sheet  A-10 

Special  Copy  Transfer  Log  For  Collateral  A-1 1 


Nvviwd:    12/08/92 

Prtvieus  RsvMon:   11/04/S2 

fI1«n«m«:    C;\MP\COPY\CBirr  17 


TO: 


FROM: 


AnnHewia 
Bob  Momagne 
Fnnk  Capotosto 

Tom  HonoD 
Uu  Specter 

Chris  Gettimg 
TadMuipfay 
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TODAY'S  DEVELOPMENTS: 

•  Mecdiig  wiUi  PW,  GT  and  GS  to  develop  recoinintndatioiu  for  war  room  ingtstics. 

•  Mecdsg  with  RTC,  GS  and  PW  to  review  definitions  of  book  vahie  for  investor  icfbrmation 
packages. 

•  Moedng  with  the  HomeFed  CTO  rn  diuruss  the  loan  servicing  system  conversioa.  Agreed  that  the 
new  tysieffl  (Shaw)  will  continue  to  be  run  on  *  parallel  ha«s.  and  the  ori£inal  system  (MLN) 
will  be  the  'live'  syftam. 

•  Meeting  with  GS/AA  to  discius  asset  transfers  to  date  with  respect  to  the  Performing 
Muititamiiy/Commerclal  loan  pool. 

PENDING  MEETINGS: 

•  Mecdflg  with  PW  ana  GS  to  discuss  Cuuiuma  aiui  Private  Oanking  Loan  due  diligence,  and 
mortgage  loan  pamcipstion  issues. 

•  Meeting  with  HomeFed.  GS.  AA  and  PW  to  discuss  credit  file  copying  for  the  C&I  assets. 

ISSUES  TO  RESOLVE: 

•  Systems  conversion  for  Mulclfamily/Comfflercial  loans  -  conunitmeot  to  maintain  parallel  system. 

•  May  3 1  update  fldds  for  Performing  assets  received  with  inconsistencies  -  need  to  reconcile. 

•  Printer  selection. 

•  QC  sanpie  size. 


cc  Team  Leaden 
Andy  Alper 
Hal  HinUe 
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AisetType: 
Due  DiligCQce  rirm: 
Contici  Per  son: 
PInne  NumMr: 

L«CMioo: 

Duc- 

Nuobtr  of  Ravwovn  On  • 

PTcparodDjr; 


CoklaaB,S«cl>s&Co. 
HomeFed  Bink.  FSB 
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Goldman.  Sacht  A.  Co. 

HoaeFed  Bant,  FSB 

Daily  Due  Diligeocc  Summary 


Asict  Type: 

Due  Diligeoce  F:rm: 

Contact  Persoo: 

Phone  Number: 

Location: 

Date: 

Number  of  Reviewers  On -site: 

Prepared  By: 


Coosumcr 
AA 

Larry  Sand 
450(33)-7810 

Science  Part/Fletcber  Center 
01-Jul 

2_ 

Breu  Kaplan 


#  Units 

s 

: 

Toul  Aswu 
%  of  Total 

1,466  1 

SIO.O 

100j09»  I 

100.0% 

1st  Reviews  Completed 
%  of  Total 

l.liS  1 

S8^| 

78.1%  1 

82.0%  1 

Conpletea  Data  Enract  (QC'd) 

%  of  Total 
Form 

1.145  1 

S6.2 
82.0% 

78.1%  1 
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CDF  _j 
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NA 

NA 

NA 
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NA       1                      1 
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NA   ^ 
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NA 
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NA 

NA 
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«  Of  Total 

Lagal  R«vt«v  Completed 

%  Of  Total 

*  Of  Total 

0 

$0.0 

0.0% 

0.0% 

0 

SOD 

0.0% 

0.0% 

0 

ffin 

0.0% 

0.0% 

|^K^££^Ss:^igS;:i!^53$?f^^ 

^m^mm 

^5™SSr.?i*«; 
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Goldman,  Sachs  A  Co. 

Kom«F«d  Bank,  FSB 

Daily  Due  Diligence  Summary 


Astet  Type: 
Due  Dlligcacc  Firm: 
Contact  Perwo: 
PhoD«  Numb«r. 

Location: 

Date. 

Number  of  Reviewers  On-site: 

Prepared  By; 


Corporate  Cnmmeretal  &  Industrial 

AA 

Chris  Caalsoo 

tf9»-70»t 

HF-  1 
01 -Jul 

15_ 

JoLa  KuUcisiiuiJ 


#  Units  1 

' 

Toul  Relatioottiipc 
%  of  Total 

73 1        S601.0 

100J)%  1       lOOD* 

lat  Reviews  Cuoipleted 
%  of  Total 

43 

S394.8  1 

SSi>« 

65.7^  1 

Compleud  Data  Extraa  (QC'd) 

«or  lotai 

Form 

13 

5112.5 

nJAlb 

18.7%  1 
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1         0.0% 

Ficlimioary  IF's  Asaembled 

%  Of  Total 
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%ofToul 

iBveaior  Filet  Completed 
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6 
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0 

so.o 
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0.0« 

SeSaSSSSsB! 
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Goldmaa.  Sacbs  A  Co. 

HnmcF^d  Runk,  FHH 
Ua.ly  Due  uiugeoce  sumoary 


Asiet  Type: 

Due  Diligence  Firm: 

Contact  Person: 

Phoa*  Mual»*rt 

Location: 

Data: 

NuRioer  of  Revicwen  On-site: 

Prepared  By: 


Private  BaBkiflg 
AA 

Larry  Saad 

AS0(33)-7S10 

9tli  Floor  HFB 
01- Jut 

5_ 

John  KuUcrstraod 


«  Units 

s 

Total  Auets 
*  of  Total 

138 

$3SJ 

_  100D% 

100J)% 

Is:  Review*  Compietcd 

%  «rTot«i 

27 

N/A 

19  64. 

nn«» 

Coopleuil  Data  Extract  (QC'd) 

«  ufTutal 
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Quality  Assurance  (QA) 
•  None 


copy  and  original 

•  QC  Supervisor  logs 
completed  files 

•  completed  files  are  moved 
to  Quality  Assurance  area 

•  exception  files  are  place 
exceptions  processing 
assignment  log  and 
exceptions  are  resolved 

•  QC  Supervisor  notes  time 
of  completion  in  tracking 
log 

Quality  Assurance  (QA) 

•  QA  is  a  2  0%  sample 
review,  by  a  Price 
Waterhouse  professional, 
of  the  coped  files 
compared  to  the  original 
files  to  ensure  the 
integrity  of  the  copy  and 
original  file 

•  Original  files  are 
transferred  back  to  the 
file  room  and  copies  are 
forwarded  to  their 
respective  due  diligence 
file  library 
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GAO 


I'niled  SUtes 

General  Accounting  Office 

Washington,  D.C.  20548 


General  Government  Di\ision 


B-253343 


May  7,  1993 


The  Honorable  Joseph  I .  Lieberman 
Chairman,  Subcommittee  on  Regulation 

and  Government  Information 
Conunittee  on  Governmental  Affairs 
United  States  Senate 

Dear  Mr.  Chairman: 

On  March  5,  1993,  you  asked  for  information  on  the  award 
and  subsequent  unauthorized  changes  to  the  Resolution 
Trust  Corporation's  (RTC)  contract  with  Arthur  Andersen 
and  Company  (Arthur  Andersen)  for  due  diligence  work  on 
the  commercial  and  industrial  (C6I)  loan  portfolio  of 
HomeFed  Bank,  Federal  Savings  Association  (HomeFed).^ 
you  asked  us  to  provide  the  chronology  of  events  in  the 
renegotiation  of  the  fees  on  this  contract  and  in  the 
negotiation  for  expanding  the  contract  to  include 
additional  work.   You  wanted  to  know  which  RTC  officials 
were  involved  in  the  renegotiations  and  approvals  of  the 
contract  changes.   You  also  wanted  to  know  whether  any 
payments  had  been  made  to  Arthur  Andersen  after  the  fees 
were  renegotiated. 

In  summary,  the  oversight  manager  in  RTC's  National  Sales 
Center  in  Washington,  D.C,  who  was  responsible  for 
administering  the  contract  and  overseeing  Arthur 
Andersen's  performance  did  not  follow  prescribed 
contracting  policies  and  procedures.   Without  proper 
authority  this  manager  (1)  improperly  agreed  to  fee  rate 
increases  and  (2)  requested  Arthur  Andersen  to  do  work 
not  specified  in  the  task  order  and  agreed  to  a  fee  for 
this  additional  work.   These  actions  exposed  RTC  to 


'Due  diligence  involves  data  collection  on  specific 
assets.   It  may  include  property  inspection,  market 
analysis,  cash  flow  analysis,  asset  valuation,  document 
review,  and  preparation  of  asset  files.   Potential 
investors  use  this  information  to  decide  whether  to  bid 
on  a  pool  of  assets  and  at  what  price. 

GAO/GGD-93-40R,  Arthur  Andersen  HomeFed  Contract 


118 


B-253343 

increased  fees  of  over  $2  million. 

Although  there  may  have  been  justification  for  some 
increase  in  the  contract  fee  rates,  the  designated  oversight 
manager  had  no  assurance  that  the  increases  orally  agreed  to  were 
appropriate,  warranted,  and  reasonable.   The  oversight  manager 
did  not  independently  review  and  assess  the  validity  of  Arthur 
Andersen's  explanations  or  the  accuracy  of  supporting  data  when 
he  agreed  to  the  rate  increases. 

Arthur  Andersen  also  did  not  abide  by  the  terms  of  its  contract 
by  not  consulting  the  RTC  contracting  officer  regarding  Arthur 
Andersen's  request  for  an  increase  in  fees  and  RTC's  request  for 
a  change  in  the  scope  of  work  under  the  task  order. 

Finally,  although  RTC  approved  funding  for  the  changes,  the 
contract  was  not  modified  to  incorporate  either  the  changes  in 
fees  approved  by  the  oversight  manager  or  the  expansion  of  the 
scope  of  work.   Nevertheless,  two  payments  for  fees  based  on 
these  changes  were  made  to  Arthur  Andersen.   One  check,  a  partial 
payment  of  $120,400  for  the  out-of -scope  work,  was  sent  to  Arthur 
Andersen  on  January  31,  1993.   A  second  check  for  $1,379,310  for 
the  due  diligence  work  on  the  C&I  portfolio  was  sent  to  Arthur 
Andersen  on  February  17,  1993.   To  date,  RTC  has  not  recovered 
any  of  these  funds. 

We  did  not  perform  a  detailed  analysis  to  determine  if  Arthur 
Andersen  earned  the  fees  it  billed.   However,  we  did  discuss  with 
RTC  billing  issues  related  to  Arthur  Andersen.   Further,  RTC  has 
created  a  special  task  force  to  address  and  resolve  issues 
pertaining  to  unauthorized  contract/task  order  commitments, 
including  what  fees  will  be  paid.   The  task  force  has  not  yet 
made  any  decisions  regarding  Arthur  Andersen's  billings  for  the 
work  on  the  HomeFed  C&I  portfolio. 

A  complete  chronology  of  the  events  in  this  case  is  included  in 
the  enclosure  to  this  letter. 

We  discussed  the  contents  of  this  letter  with  senior  RTC 
officials  and  representatives  of  Arthur  Andersen  and  considered 
their  comments  in  preparing  this  letter. 


As  arranged  with  the  Subcommittee,  we  are  sending  copies  of  this 
letter  to  RTC's  President  and  Chief  Executive  Officer  and  the 
Chairman  of  the  Thrift  Depositor  Protection  Oversight  Board. 
We  will  also  make  copies  available  to  others  upon  request. 
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If  you  have  any  questions  concerning  this  letter,  please  contact 
me  at  (202)  736-0479, 

Sincerely  yours. 


J^olJ^^.J^ 


-•♦♦♦c 


Gaston  L.  Gianni,  Jr. 
Associate  Director,  Government 
Business  Operations  Issues 
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CHRONOLOGY  OF  EVENTS  RELATED  TO  CHANGES 
IN  THE  ARTHUR  ANDERSEN  DUE  DILIGENr.F.  CONTRACT 

April  3.  1992 

The  Office  of  Thrift  Supervision  placed  HomeFed,  a  San  Diego, 
California,  based  thrift  with  approximately  $13  billion  in 
assets,  into  the  Accelerated  Resolution  Program. 

April  24.  1992 

using  an  existing  Basic  Ordering  Agreement  (BOA)  created  in  1990 
for  due  diligence  and  file  review  services,  RTC  requested  task 
order  proposals  for  such  services  for  HomeFed' s  C&I,  single- 
?am!Iy  residential  mortgage,  and  consumer  loan  portfolios.   Over 
20  firms  under  the  BOA  were  solicited.   Firms  were  to  rely  upon 
the  information  given  in  the  solicitation  and  were  not  given  the 
opportunity  to  inspect  the  assets  or  asset  files  before 
submitting  their  bids. 

May  4.  1992 

Arthur  Andersen  was  awarded  a  task  order  contract  f°r  the  C&I  and 
consumer  installment  loan  portfolios.   In  the  ^"'"P^titive 
selection  process,  its  proposal  was  evaluated  f^  the  best  offer 
for  these  two  portfolios  among  the  four  firms  that  bid  on  this 
Jork!   leparate  fee  schedules  were  included  in  the  task  order  for 
each  portfolio.   (The  remainder  of  this  chronology  focuses  on  the 
C&I  portfolio  segment  of  the  contract.) 

The  C&I  portfolio  was  described  in  the  task  order  as  69  loans 
with  an  approximate  book  value  of  $659  million.   The  fee 
competitively  bid  by  Arthur  Andersen  for  the  property/loan  file 
review  was  $2,200  per  loan  file.   At  this  fixed  rate,  the  total 
cost  for  ?he  loan  file  review  was  about  $152,000.   In  addition 
the  task  order  also  identified  other  fees  that  we  estimated  would 
not  exceed  $38,000,  bringing  the  total  cost  for  all  tasks  related 
to  the  CS.I  portfolio  to  approximately  $190,000. 

May  5.  1992 

The  notification  letter  advising  Arthur  Andersen  it  had  been 
awarded  the  contract  included  the  following  provision: 

"The  Contract  Representative  has  been  designated  as 


=This  program  allows  RTC  to  attempt  to  sell  a  thrift  before  it 
must  be  taken  over  by  the  government  and  placed  into 
conservatorship . 
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well  as  an  additional  technical  representative.   All 
matters  of  a  contractual  nature  or  any  technical 
direction  received  which  conflicts  with  the  task  order 
scope  of  services  must  be  immediately  brought  to  the 
attention  of  the  Contract  Representative." 

The  notification  letter  identified  a  contract  specialist  from  the 
Office  of  Contracts  as  the  contract  representative  and  two 
officials  from  the  National  Sales  Center  as  RTC's  technical 
representatives,  called  oversight  managers,  responsible  for  the 
technical  aspects  of  administering  the  contract. 

May  6.    1992 

Arthur  Andersen  met  with  RTC  officials,  including  the  two 
oversight  managers,  in  San  Diego,  California,  to  discuss  the  due 
diligence  process  as  required  on  the  Schedule  of  Events  in  the 
Task  Order. 

May  11.  1992 

One  of  the  two  RTC  oversight  managers  identified  in  the  contract 
notification  letter  was  reassigned  to  work  with  a  failed  thrift 
on  the  East  Coast.   The  second  oversight  manager  orally 
designated  a  deputy,  an  asset  marketing  specialist  from  the 
National  Sales  Center,  to  be  the  only  oversight  manager  on  the 
Arthur  Andersen  contract . 

RTC's  Contract  Policies  and  Procedures  Manual  (CPPM)  states  that 
oversight  managers  may  not  redelegate  the  authority  and/or 
responsibility  assigned  to  them  in  the  letter  of  authority  from 
the  contracting  officer.   They  must  notify  the  contracting 
officer,  in  writing,  of  any  individual  to  be  designated  as  the 
replacement  oversight  manager,  and  the  contracting  officer  will 
issue  a  new  letter  of  authority  to  such  individual  and  the 
contractor. 

The  Office  of  Contracts  was  not  notified  of  the  change  until 
August  10,  1992.   However,  because  of  an  oversight  by  the 
contracting  officer,  the  newly  designated  oversight  manager  was 
not  issued  a  letter  of  authority  for  this  task  order. 

May  18.  1992 

Arthur  Andersen  began  discussions  with  RTC's  new  oversight 
manager  regarding  the  need  for  increased  fees  on  the 
competitively  bid,  fixed  price  contract.   The  oversight  manager 
was  told  by  Arthur  Andersen  that  the  C&I  portfolio  was  more 
complex  than  described  in  the  solicitation,  and  the  work  required 
a  higher  skill  level  and  more  analysis  than  anticipated.   Arthur 
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Andersen  said  that  both  of  these  factors  would  contribute  to 
higher  costs.  The  oversight  manager  told  Arthur  Andersen  to 
continue  the  work  and  fee  increases  would  be  considered. 

July  9.  1992 

Arthur  Andersen  met  with  RTC's  oversight  manager  to  discuss  the 
additional  time  and  expenses  for  the  due  diligence  work  on  the 
C&I  portfolio.   Arthur  Andersen  asserted  that  the  actual 
engagement  bore  very  little  resemblance  to  the  work  described  in 
the  solicitation.   It  again  told  RTC  that  the  size  and  complexity 
of  the  loans,  in  addition  to  requiring  substantially  more  review 
time,  required  a  higher  level  of  skill  and  experience  in  the 
review  staff  than  it  had  expected  on  the  basis  of  RTC's 
solicitation  information.   In  addition,  Arthur  Andersen  said  that 
it  had  encountered  unexpected  administrative  difficulties  related 
to  the  Department  of  Justice  subpoena  and  its  required  file 
handling  procedures. 

Arthur  Andersen  said  that  the  task  order  proposal  "...simply 
stated  that  there  were  69  commercial  business  loans  totalling 
$659  million  with  61  loans  over  $1  million."   However,  Arthur 
Andersen  said,  "The  actual  portfolio  composition  is  as  follows: 

-  there  are  73  borrower  relationships  with  88  different 
borrowers.   Of  these  73,  we  will  complete  review  on  only  69 
since  the  files  for  one  are  with  the  FBI,  two  paid  off 
before  we  commenced  our  review  and  the  HomeCap  relationship 
was  passed  to  another  contractor. 

-  these  relationships  are  covered  by  140  master  commitments 
(revolvers,  term  loans,  letter  of  credits)  which  include  389 
actual  facilities,  each  of  which  has  its  own  separate  terms, 
conditions,  documentation,  characteristics  etc. 
Approximately  35  of  these  facilities  currently  have  no 
amounts  outstanding.   The  net  number  of  354  facilities  is 
over  5  times  the  number  of  69  suggested  in  the  RFP. 

-  the  total  commitments  of  the  7  3  relationships  is 
approximately  $764  Million.   However,  this  amount  is  very 
deceptive  in  that  the  majority  of  the  commitments  represent 
a  participation  by  HomeFed  in  a  much  larger  facility. 
"Grossing"  up  the  commitments  to  the  total  facility,  which 
is  more  Indicative  of  the  size  and  complexity  of  the  credit 
indicates  that  the  total  commitments  are  in  excess  of  $5.7 
Billion.   The  average  commitment  per  relationship  is 
therefore  in  excess  of  $78  Million  or  over  8  times  the 
average  of  $9.5  Million  suggested  in  the  RFP." 
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Arthur  Andersen  continued  by  stating  that  the  credits  were  very 
complex,  many  were  problem  assets,  and  the  portfolio  was  widely 
diverse  in  terms  of  the  types  of  credits,  borrower  industry,  etc. 
Arthur  Andersen  said  that  "The  only  consistency  appears  to  be  the 
uniqueness  of  each  credit." 

Arthur  Andersen  went  on  to  say  that  on  the  basis  of  these  factors 
and  "Our  experience  in  working  with  the  portfolio  to  date  is  that 
the  level  of  complexity  and  the  magnitude  of  the  work  required  is 
of  the  order  of  8  to  10  times  that  suggested  in  the  very  limited 
information  provided  in  the  RFP." 

Arthur  Andersen  then  proposed  that  a  new  fee  based  on  borrower 
relationships  rather  than  loan  files  be  used.   It  proposed  a  rate 
of  $22,160  for  the  69  loans  it  was  now  calling  relationships  and 
provided  RTC  with  the  break  out  of  its  proposed  fees. 

July  through  September  1992 

RTC's  oversight  manager  agreed  to  consider  the  proposed  increase. 
Over  the  next  few  months  the  oversight  manager  met  with  Arthur 
Andersen  to  discuss  increased  fees.   The  oversight  manager  told 
us  that  he  reviewed  Arthur  Andersen's  proposal  and  discussed  it 
with  RTC's  financial  advisor  (Goldman  Sachs)  and  other  RTC  staff 
to  determine  what  fees  should  be  allowed.   However,  the  oversight 
manager  did  not  contact  the  contracting  officer  or  involve  the 
Office  of  Contracts  until  late  August  1992. 

RTC's  CPPM  states  that  formal  and  informal  communication  between 
the  oversight  manager  and  the  contracting  officer  are  critical  to 
successfully  accomplishing  contract  tasks  and  safeguarding  the 
interests  of  RTC.   However,  the  oversight  manager  did  not 
maintain  contact  with  the  contract  officer.   Further,  the  CPPM 
states  that  the  oversight  manager  is  prohibited  from 

--  soliciting  proposals  for  enhancements  to  the  contract; 

—  modifying  the  contract  terms;  or, 

—  approving  cost  items  not  specifically  authorized  by  the 
contract. 

However,  the  oversight  manager  failed  to  follow  RTC  prescribed 
policies  and  procedures.   Instead,  the  oversight  manager 
performed  prohibited  functions,  which  included  soliciting 
enhancements  to  the  task  order  contract,  agreeing  to  modify 
contract  terms,  and  approving  cost  items  not  authorized  by  the 
contract. 
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Late  July  and  August  1992 

RTC's  oversight  manager  directed  Arthur  Andersen  to  perform  work 
not  Sithin  tL  scope  of  the  task  order.   The  oversight  janager 
orally  agreed  to  pay  Arthur  Andersen  an  estimated  $700,000  plus 
travel  expenses.^  For  this  fee,  Arthur  Andersen  was  to  develop 
a  special  derived  investment  valuation  (DIV)  methodology  for  the 
«f^por?folio  and  then  calculate  the  DIV  for  the  C&I  assets.* 

Arthur  Andersen  agreed  to  do  the  DIV  work  and  ^95^^""^^^^^^^^^^ 
letter  to  the  oversight  manager  on  August  12,  1992.   The  letter 
included  a  description  of  the  scope  of  work  and  the  payment 
terms . ^ 

Both  the  oversight  manager  and  Arthur  Andersen  recognized  that 
?he  requested  work  was  beyond  the  scope  of  the  due  diligence 
contract   However,  a  new  task  order  contract  or  agreement 
between  RTC  and  Arthur  Andersen  was  not  executed.   Furthermore, 

a!though  required  to  do  so  by  the  task  °^?f J'/^f ^J^^f  ^flf^e  ^^ 
„^4-  r-rint-art  the  designated  Contracting  Officer  or  RTC  s  urrice  oi 
contracts  ihen  required  to  do  work  that  was  not  covered  by  the 
existing  contract^  The  task  order  notification  letter  stated 
that 

"   .  .  any  direction  received  which  conflicts  with  the  task 
ord4r  scope  of  services  must  be  immediately  brought  to  the 
attention  of  the  contract  representative." 

Arthur  Andersen  officials  explained  ^o  us  that  because  the 
oversight  manager  had  told  them  he  would  deal  with  the  Ottice  or 
?ontra?ts,  the?  did  not  believe  it  was  necessary  for  them  to  do 
so. 

August  20.  1992 

A  senior  asset  marketing  specialist  working  with  the  oversight 
manager  contacted  a  manager  in  RTC's  Office  of  Contracts  to 


^This  was  based  on  an  estimate  of  4,100  hours  using  various 
hourly  rates  for  senior  partner,  professional  staff,  and  clerical 

staff. 

The  DIV  methodology  developed  by  Arthur  Andersen  was  for  non 

real  estate  loan  assets  and  thus  differed  from  the  existing  DIV 

methodoloS  for  real  estate  assets.   This  methodology  was  used  by 

Arthur  Andersen  to  estimate  the  valuation  of  the  C&I  portfolio 

for  RTC. 

*Work  on  this  effort  began  July  28,  1992. 
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determine  how  Arthur  Andersen  could  be  paid  for  the  out-of-scope 
DIV  work.   The  contracting  official  said  that  because  of  a 
lawsuit  filed  by  RTC  against  Arthur  Andersen,  RTC  could  no  longer 
contract  with  Arthur  Andersen  until  that  lawsuit  was  resolved. 
As  a  result,  there  was  some  question  regarding  RTC's  ability  to 
contract  with  Arthur  Andersen  for  the  out-of-scope  work. 
According  to  RTC  contracting  officials,  that  was  the  first 
contact  they  had  with  the  National  Sales  Center  regarding  the 
Arthur  Andersen  due  diligence  contract. 

Late  August.  September  1992 

The  RTC  contracting  officer  had  "numerous  discussions"  with  her 
supervisor  and  National  Sales  Center  personnel  concerning  the 
out-of-scope  DIV  work.   Arthur  Andersen's  request  for  increased 
due  diligence  fees  was  also  discussed  during  this  time  period. 
According  to  the  Contracting  Officer,  part  of  her  role  was  to 
complete  contract  modifications  to  assist  the  National  Sales 
Center  to  achieve  its  goal  of  selling  assets.   Further,  during 
this  time  period  the  contracting  officer  was  attempting  to  gather 
additional  information  regarding  the  necessity  and 
appropriateness  of  the  fees  RTC  negotiated  with  Arthur  Andersen. 

September  3.  1992 

Arthur  Andersen  sought  a  second,  additional  increase  for  its  due 
diligence  review  rate.   Arthur  Andersen  stated  that  the 
additional  request  was  for  various  factors  contributing  to 
incremental  time  incurred  in  the  due  diligence  process,  beyond 
those  set  out  in  a  July  8  memorandum.   The  increases  related  to: 

"-the  decision  to  provide  detailed  supplemental  investor 
files  in  addition  to  the  initially  planned  investor  files, 

-the  establishment  of  the  QC  [quality  control]  program 
implemented  by  Price  Waterhouse  and  Company, 

-the  research  for  and  preparation  of  various  analyses 
requested  by  the  RTC  and  Goldman  Sachs,  [and] 

-miscellaneous  other  items." 

The  second  proposed  increase  added  $3,125  to  the  previously 
proposed  rate  of  $22,160,  increasing  the  total  fee  per  borrower 
relationship  to  $25,285. 

September  30.  1992 

Arthur  Andersen  submitted  expense  billings  to  RTC  for  due 
diligence  work  and  also  submitted  the  first  progress  DIV  billing. 
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October  4.  1992 

GAO  started  a  broad  survey  examining  RTC's  efforts  to  market  and 
sell  HomeFed  assets. 

October  13.  1992 

RTC's  oversight  manager  and  Arthur  Andersen  orally  agreed  to  a 
negotiated  rate  of  $19,990  per  borrower  relationship.   The  agreed 
to  rate  was  based  on  the  oversight  manager's  acceptance  of  most 
of  Arthur  Andersen's  justifications  for  fee  increases.   The  new 
rate  exposed  RTC  to  additional  fees  of  approximately  $1.2 
million.   The  original  fee  for  the  work  was  approximately 
$190,000. 

November  11.  1992 

Arthur  Andersen  submitted  the  second  progress  DIV  billing  and 
third  progress  due  diligence  billing. 

December  29.  1992  , 

Arthur  Andersen  withdrew  previous  due  diligence  and  DIV  billings. 
It  then  rebilled  for  the  due  diligence  and  DIV  work.   The  due 
diligence  work  was  billed  as  69  relationships  at  $19,990  each, 
for  a  total  of  $1,379,310.   Arthur  Andersen  also  rebilled  an 
invoice  for  the  DIV  work.   For  that  work,  it  billed  860  hours  at 
$140  per  hour,  for  a  total  of  $120,400. 

The  National  Sales  Center  was  drafting  approval  of  additional 
funds  to  ratify  out-of-scope  and  additional  services  provided  by 
Arthur  Andersen,  but  the  approval  had  not  been  reviewed  by  the 
Office  of  Contracts. 

According  to  RTC,  processing  was  begun  on  the  invoice  with  the 
intent  that  the  invoice  would  be  held  by  Federal  Deposit 
Insurance  Corporation  (FDIC)  accounts  payable  until  RTC's  Office 
of  Contracts  authorized  payment. 

January  6.  1993 

The  RTC  oversight  manager  sought  "Expenditure  approval  of 
additional  funds,  approval  of  out-of-scope  due  diligence  services 
to  be  provided,  and  ratification  of  out-of-scope  due  diligence 
services  provided  by  Arthur  Andersen..."  under  the  existing  task 
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order.*  The  Office  of  Contracts  concurred  with  the  request. 

The  oversight  manager  justified  the  additional  due  diligence  fees 

on  the  basis  of  the  information  provided  by  Arthur  Andersen. 

January  15.  1993 

The  Senior  Vice  President  for  Asset  Management  and  Sales  approved 
the  January  6  requests.   The  approval  authorized  RTC  to  spend 
funds  up  to  the  amount  approved,  if  allowed  under  the  contract. 
As  of  that  date,  the  contract  was  not  modified.   Payments  could 
only  be  made  for  fees  allowed  under  the  original  task  order 
contract.   The  allowable  amount  for  the  C&I  portfolio  under  the 
task  order  remained  at  about  $190,000. 

The  task  order  expenditure  authority  was  increased  to  provide  new 
spending  authority,  pending  contract  modifications,  of  up  to  $2.3 
million  for  due  diligence  and  DIV  work  performed  by  Arthur 
Andersen  on  the  C&I  portfolio. 

January  31.  1993 

Even  though  the  contract  was  not  modified,  RTC  made  a  partial 
payment  to  Arthur  Andersen  of  $120,400  for  out-of-scope  DIV  work. 

February  17.  1993 

Without  a  completed  modification  to  the  task  order  contract, 
Arthur  Andersen  was  mailed  a  check  for  $1,379,310  for  the  due 
diligence  work.   According  to  RTC  contracting  officials,  the 
invoice  was  inadvertently  paid  by  an  FDIC  Accounts  Payable  Clerk. 

February  26.  1993 

RTC's  Office  of  Contracts  was  notified  by  Arthur  Andersen  that  it 
had  received  the  $1,379,310  payment. 

March  1.  1993 

RTC's  Contracting  Officer  requested  that  Arthur  Andersen  not 
deposit  the  check.   The  Contracting  Officer  indicated  that  RTC 
would  stop  payment  on  the  check  if  it  were  deposited.   Arthur 
Andersen  told  RTC's  Contracting  Officer  that  the  check  was 


6 


RTC's  Contracting  Policies  and  Procedures  Manual  (5-5-92) 
requires  separate  approvals  to  execute  contracts  and  to  expend 
funds.   Expenditure  authority  is  delegated  to  RTC  program  office 
officials,  but  contracting  authority  resides  only  with  RTC's 
Warranted  Contracting  Officers.    Both  approvals  are  needed 
before  a  contractor  can  be  paid. 

11  GAO/GGD-93-40R,  Arthur  Andersen  HomeFed  Contract 


128 


ENCLOSURE  ENCLOSURE 

already  deposited  and  that  RTC  should  do  what  it  needed  to  do. 
The  payment  was  not  stopped,  and  Arthur  Andersen  retained  the 
$1,379,310. 

In  a  meeting  with  RTC  officials,  the  oversight  manager  could  not 
explain  why  there  was  a  wide  discrepancy  between  the  number  of 
loans  Arthur  Andersen  identified--389--and  what  RTC  represented 
in  the  task  order  solicitation--69 .   The  oversight  manager  could 
not  explain  why  Arthur  Andersen's  justifications  for  fee 
increases  included  in  the  RTC's  approval  memorandum  on  January  6, 
1993,  differed  from  the  original  scope  of  work.   The  oversight 
manager  could  not  explain  the  basis  of  Arthur  Andersen's 
justification  for  increased  fees  or  the  validity  of  Arthur 
Andersen's  fee  estimates  for  the  HoraeFed  C&I  portfolio. 

The  oversight  manager  agreed  to  negotiate  a  rate  increase  with 
Arthur  Andersen  because  the  work  needed  to  be  done,  and  rebidding 
would  have  interfered  with  RTC's  ability  to  prepare  these  loans 
for  a  scheduled  September  30,  1992,  sales  event. ^  The  oversight 
manager  said  that  the  goal  was  to  complete  the  work  on  time,  not 
to  worry  about  the  exact  cost  of  performing  the  work. 

March  4.  1993 

We  briefed  senior  RTC  officials  on  the  various  problems  related 
to  the  Arthur  Andersen  contract  and  other  RTC  contracts  at 
HomeFed.   At  the  time  of  the  briefing,  RTC's  Contracting  Office 
was  still  working  on  the  contract  modification/ratification  for 
changes  to  the  Arthur  Andersen  due  diligence  contract. 

March  8.  1993 

RTC  Vice  President  for  Administration  and  Corporate  Relations 
sent  a  memorandum  to  all  RTC  employees  reminding  them  that  only 
Warranted  Contracting  Officers  have  the  authority  to 
contractually  bind  RTC  by  engaging  private  sector  firms  to 
provide  services  or  goods  to  RTC. 

March  26.  1993 

RTC  Office  of  Contracting  officials  told  us  that  they  no  longer 
intended  to  complete  a  ratification  or  modification  to  Arthur 
Andersen's  contract.   Instead,  the  Office  of  Contracts,  in 


'This  portfolio  was  actually  sold  on  January  13,  1993. 

^Through  a  ratification  process,  RTC  can  approve  after  the  fact  a 
commitment  made  by  one  of  its  representatives  who  was  not 
authorized  to  contractually  bind  RTC. 
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conjunction  with  the  Legal  Services  Division,  had  created  a 
special  task  force  and  procedures  for  resolving  issues  pertaining 
to  unauthorized  contract/task  order  commitments  by  RTC  oversight 
managers.   The  due  diligence  and  DIV  work  done  by  Arthur  Andersen 
was  to  be  included  in  the  review  performed  by  that  task  force. 
The  task  force  will  make  a  recommendation  to  the  cognizant  RTC 
Senior  Vice  President  on  how  the  issue  should  be  resolved.   The 
concurrence  of  the  RTC  Senior  Vice  President  will  be  required 
before  the  recommended  course  of  action  is  initiated. 

April  15.  1993 

When  asked  why  it  had  not  returned  the  $1,379,310  payment  made  by 
RTC  in  error  on  February  17,  1993,  Arthur  Andersen  said  that  RTC 
had  asked  for  the  check  to  be  returned.   Because  the  check  had 
already  been  deposited,  Arthur  Andersen  could  not  return  it. 
When  asked  why  it  had  not  returned  the  funds  from  the  check  it 
received,  Arthur  Andersen  responded  that  RTC  had  not  asked  for 
the  funds  to  be  returned.   If  asked  for  the  funds,  Arthur 
Andersen  said  that  the  decision  would  be  referred  to  its  world 
headquarters  in  Chicago  to  determine  what  action  should  be  taken. 

April  28.  1993 

RTC  Office  of  Contracts  requested  repayment  by  Arthur  Andersen  of 
$1,379,310  for  due  diligence  work  and  $120,400  for  out-of-scope 
DIV  work.   The  repayment  request  was  made  because  the  payments 
not  covered  by  the  original  task  order  should  not  have  been  made 
until  a  task  order  modification  was  completed. 

May  4.  1993 

RTC's  Office  of  Contracts  special  task  force  had  not  yet  made  a 
decision  on  the  Arthur  Andersen  billings  discussed  above. 


(247091) 
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Resolution  Trust  Coiporotion 

Office  of  Governmental  Relations 
Washington,  DC  20434-0001 
(202)416-7564 


June    15,    1993 


Honorable  Joseph  I.  Lieberman 

Chairman 

subcommittee  on  Regulation  and 

Government  Information 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 


I  am  writing  in  further  response  to  former  CEO  Albert  V.  Casey  s 
March^^  19i3  letter  to  you  regarding  the  Resolution  Trust 
corporation's  contract  with  Price  Waterhouse,  which  was  the 
subject  of  your  February  19,  1993  hearing. 

upon  our  negotiation  of  a  20  percent  reduction  in  hourly  billing 
rates  to  the  RTC  by  Price  Waterhouse  (PW)  on  this  contract,  the 
|?C'I  0?f ice  of  contracts  initiated  a  program  whereby  every  fee 
bill  and  travel  expense  statement  submitted  by  PW  on  the  HomeFed 
project  is  being  completely  audited  to  determine  jf  ^Jf^^ional 
dollars  can  legitimately  be  deducted  from  PW's  total  bill. 

Since  the  Office  of  Inspector  General  had  already  partially 
aid?tedlw'i  bills  and  Ltivities  related  to  the  HomeFed  effort 
for  overbillings  and  potential  fraudulent  claims  to  the  RTC,  we 
considered  it  important  that  the  Office  of  Contracts  audit  team's 
e??ortf be  fully  coordinated  with  the  OIG  staff  for  whatever 
independent  follow-up  action  the  OIG  feels  is  appropriate. 

The  reconstruction  effort  to  determine  the  ^^^ivities  of  1  300  PW 
personnel  and  temporaries  hired  during  this  project  is  massive 
The   audit  team  is  scrubbing  and  cross-checking  every  activity  by 
all  personnel  employed  on  the  engagement.   Log-in  ^^eets  travel 
times  and  costs,  and  billing/job  classification  ratings  are  all 
being  examined  for  justification  by  the  RTC's  audit  team. 

PW  has,  thus  far,  billed  the  RTC  for  fees  only  "P  to  December  31, 
1992.   AS  of  this  date,  PW  has  not  yet  resumed  submitting  bills 
for  fees  earned  after  December  31.   PW  has  billed  the  RTC  for 
travel  expenses  also  only  up  through  December  31,  1992.   PW  has 
revised  and  resubmitted  all  previously  submitted  bills  from  the 
beginning  of  the  project.   We  received  these  revised  bills  on 
May  3.   our  review  of  these  revised  bills,  thus  far,  has  shown 
that  PW  has  made  substantial  reductions  in  their  previous  bills. 
Bills  for  the  remainder  of  the  engagement  (January  1,  1993 
through  March  31,  1993)  will  be  coming  to  us  ^^^^-^^he  next  four 
weeks!   Based  upon  the  revisions  we  have  seen  thus  far,  total 
bUlings  for  this  engagement  will  be  substantially  lower  than  our 
January  1993  estimate  of  $26  million.   This  means  that  the  total 
fee  bill  reduction  will  be  substantially  higher  than  the 
20  percent  hourly  billing  rate  reduction  (then  estimated  at 
$4  million)  that  we  negotiated  last  February. 


131 


Honorable  Joseph  I .  Lieberman 
Page  2 

We  expect  that  final  statistics  on  this  matter  will  not  be 
available  until  some  time  in  late  July  or  early  August,   When 
they  are,  you  will  be  provided  with  a  complete  summary  cost 
analysis  and  an  indication  of  what  follow-up  actions,  if  any,  we 
contemplate.   Based  on  the  preliminary  findings  from  its  review, 
on  June  3,  1993,  the  RTC  requested  its  Inspector  General  to 
expand  its  review  of  possible  irregularities  in  bills  and  billing 
procedures  used  by  Price  Waterhouse  during  the  course  of  its  1992 
contract  with  RTC  for  work  at  HomeFed  Bank,  FA. 

With  respect  to  the  review  of  the  Department  of  Justice  (DOJ) 
copying  contracts,  we  requested  and  obtained  copies  of  those 
contracts  from  DOJ  in  an  effort  to  compare  both  the  scope  of 
those  contracts,  and  the  cost  of  the  services  provided  under 
those  contracts.   The  structure  of  the  compensation  plan  under 
the  DOJ  contracts  differs  from  the  RTC  contract.   The  DOJ 
contracts  require  the  contractors  to  photocopy  documents  and  then 
complete  a  document  checklist  which  is  then  loaded  into  a 
computer  database  by  another  contractor  to  aid  in  document 
retrieval. 

The  copying  cost  under  these  contracts  ranges  from  $.03  to 
$.99  per  page  depending  upon  the  number  of  documents,  the 
location  of  the  documents,  and  whether  or  not  they  are  machine 
feedable.   Documents  such  as  photographs,  blueprint  maps,  and  so 
forth  are  billed  at  cost  plus  10  percent.   Clerical  support  is 
billed  at  a  range  of  $11.19  to  $21.02  per  hour. 

It  is  difficult  to  calculate  a  per  page  comparison  without 
reviewing  individual  DOJ  delivery  orders  to  ascertain  the  number 
of  copies  and  the  specific  blend  of  the  above  rates.   We  have 
requested  several  sample  delivery  orders  from  DOJ  of  various 
sizes  to  be  able  to  calculate  cost  in  various  ranges  and  then 
compare  them  to  the  RTC  contract  with  PW.   To  attempt  a 
comparison,  we  will  multiply  the  number  of  pages  times  the  cost 
per  page  and  the  number  of  hours  times  the  dollars  per  hour  and 
calculate  a  cost  per  order  which  can  be  used  to  determine  cost 
per  page.   But,  as  you  can  see,  this  is  not  an  exact  comparison 
in  either  scope  of  services  or  cost. 

We  hope  this  information  is  of  assistance  to  you.   If  you  have 
any  questions,  please  let  me  know. 

Sinceriely, 


Peter  E.  Knight 
Acting  Director 
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Shaun  F.  O'Malley 

Chairman  ' 
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n&  Senior  Partner  New  York.  NY  10020 


Avenue  0.  the  Arrericas  Telephone  212  819  5000 


Price  Waterhouse  ^  ^  lo  p;^  ^ 
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July  15,  1993 

The  Honorable  Joseph  I.  Lieberman 
United  States  Senate 
Washington,  DC   20510-0703 


Dear  Senator  Lieberman: 

reside  in  Connecticut,  «PP'^       ^  economy,  provide  reasonable  and  responsible 

and  government  to  move  this  country  forward. 

For  over  100  years  Price  Waterhouse  has  been  serving  the  public  ^-^-^^^^  ^as 
played  an  im^rtant  role  in  the  partnership  between  business  and  government  by 
ensuring  as  .^dependent  accountants,  that  public  companies  fairly  present  their 
financial  "suits  a^d  by  pn^viding  a  bn«d  range  of  professional  services  to  help 
iT^nLrgovernment  lepartments,  and  government  agencies  improve  their  perfor- 
mance,  effectiveness,  and  efficiency. 
Our  partner,  and  staff  are  justifiably  proud  of  their  contributions  ^^^f^^^^^^^^^ 

the  truth. 
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What  the  RTC  asked  Price  Waterhouse  to  establish  was  a  sophisticated  system  of 
computerized  and  manual  controls  to  track  and  account  for  the  movement  of  a  massive 
number  of  loan  files  passing  through  the  hands  of  24  due  diligence  contractors, 
financial  advisors,  and  potential  investors.    These  services,  often  referred  to  eis 
document  management  and  systems  development,  included  the  design,  implementation, 
and  use  of  systems  to  control  the  identification,  acquisition,  processing,  tracking, 
storage,  retrieval,  and  distribution  of  documents  to  meet  the  needs  of  information  users. 
Actual  photocopying  comprised  only  4  percent  of  the  total  engagement,  costing 
approximately  6  cents  per  copy,  not  67  cents. 

Even  the  photocopying  itself  could  never  be  characterized  as  the  "normal"  photocopy- 
ing service  typically  provided  for  4  or  5  cents  per  copy.    A  blanket  Department  of 
Justice  subpoena  on  all  HomeFed  files  required  additional  controls  and  safeguards  to 
protect  the  chain  of  custody.    Thus  after  each  file  was  copied  by  clerical  employees, 
other  clerical  employees  were  required  to  perform  a  lOO-percent  quality-control  check 
by  comparing  each  page  of  the  "shadow"  copy  against  each  p>age  of  the  original.    This 
was  necessary  to  ensure  that  the  file  was  returned  to  its  precise,  original  condition  and 
that  the  "shadow"  file  w£is  an  exact,  high-quality  duplicate  of  the  original  file,  down  to 
the  last  staple,  paper  clip,  tab,  and  Post-It  Note.    After  clerical  employees  completed 
this  1 00-percent  quality  review.  Price  Waterhouse  staff  members  were  required  to 
perform  the  same  1 00-percent  review  on  a  20-percent  sample  of  the  HomeFed  lotin 
files  that  had  been  copied.    Only  after  these  two  quality  checks  had  been  completed 
were  the  original  files  logged  out  and  returned  to  HomeFed  custody  and  the  "shadow" 
copies  sent  on  to  the  due  diligence  contractors. 

Was  the  elaborate  nature  of  our  work  merely  an  example  of  contractor  overkill? 
Absolutely  not.    To  meet  the  RTC's  requirements.  Price  Waterhouse  operated  a  three- 
shift,  24-hour-a-day  project,  seven  days  a  week.    Massive  security  and  quality-control 
procedures  were  required  to  meet  the  legal  and  procedural  requirements  of  the  DOJ 
and  the  FBI. 

In  February  1993  we  voluntarily  renegotiated  our  contract  with  the  RTC.    This 
renegotiation  provided  the  RTC  with  a  20-percent  across-the-board  fee  reduction  on  all 
fees  in  excess  of  the  85  million  that  the  RTC  originally  anticipated  the  HomeFed 
assignment  would  require.    This  $5-million  estimate  had  been  developed  before  either 
the  RTC  or  Price  Waterhouse  were  able  to  determine  accurately  the  actual  scope  and 
magnitude  of  the  engagement  and  before  the  existence  or  impact  of  the  DOJ  subpoena 
were  known  to  either  party.    It  is  worth  noting  that  on  June  17,  1992  Price  Water- 
house  reported  to  the  RTC  that  the  project  would  cost  between  $21.6  and  $23.1  mil- 
lion.   With  that  information  in  hand,  the  RTC  authorized  Price  Waterhouse  to  continue 
its  work. 
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In  addition  to  voluntary  renegotiation  of  the  contract  with  the  RTC,  we  also  undertook 
a  thorough  review  of  the  billing  administration  of  the  HomeFed  engagement  and  the 
ambiguities  created  by  the  RTC's  two-page  loosely  worded  contract.    In  April  1993  as 
a  result  of  that  process,  the  firm  modified  its  billings  to  the  RTC  in  connection  with 
the  HomeFed  resolution.    These  modifications  reduced  prior  billings  by  approximately 
$2  million  and  resolved  all  contract  interpretation  ambiguities  favorably  to  the  RTC. 

In  the  course  of  Price  Waterhouse's  HomeFed  engagement,  the  quality  of  our  work  in 
San  Diego  was  never  questioned,  and  the  RTC  was  consistently  complimentary  with 
respect  to  our  ability  to  respond  effectively  to  their  demanding  requirements.    Yet  our 
efforts  to  "do  the  right  thing"  and  to  act  as  a  responsible  government  contractor  have 
received  little  notice.    This  may  well  be  the  way  things  work  in  Washington,  but  we 
believe  that  as  a  firm  we  have  consistently  behaved  in  a  diligent  and  responsible 
fashion. 

1  would  welcome  the  opportunity  to  meet  with  you  and  discuss  this  matter  further.    As 
an  organization  with  a  strong  presence  in  Connecticut,  including  offices  in  Hartford 
and  Stamford,  Price  Waterhouse  believes  that  it  has  an  obligation  to  ensure  that  our 
elected  representatives  are  fuUy  informed  in  matters  such  as  this  one. 

Sincerely, 


Shaun  F.  O'MaUey 
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1801  K  SI'eet.  N  W  Telephone  202  296  0800 

Washington,  DC  20006  Telecopier  202  296  7164 


Price  Waterhouse  ^P 


September  27,  1993 

Mr.  John  Nakahata 
SH  316  Hart  Senate  Office  Building 
United  States  Senate 
Washington,  D.C.    20510-0703 


Dear  Mr.  Nakahata: 


As  we  discussed  at  our  recent  meeting,  enclosed  is  a  letter  to  Senator  Lieberman 
requesting  that  our  September  1  Statement  to  the  House  Banking  Committee  be 
incorporated  in  the  printed  record  of  your  February  19  hearings.    Thank  you  for  the 
opportunity  to  have  our  Statement  included  in  the  record  of  that  hearing. 

Sincerely, 


Gilbert  Simonetti,  Jr. 


Enclosure 
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statement  of  James  E.  Daley, 
Co-Chairman-operations,  Price  Waterhouse 

before  the 

Committee  on  Banking,  Finance  and  Urban  Affairs 

United  States  House  of  Representatives 

San  Diego,  California 

September  l,  1993 


Mr.  Chairman,  members  of  the  Committee  and  invited  members 
of  the  California  Delegation,  I  am  James  E.  Daley,  Co-Chairman- 
Operations  for  Price  Waterhouse.   Price  Waterhouse  is  pleased  to 
have  this  opportunity  to  set  the  record  straight  about  the 
questions  that  have  been  raised  concerning  the  professional 
services  that  Price  Waterhouse  provided  to  the  Resolution  Trust 
Corporation  ("RTC")  at  HomeFed  Bank,  F.S.B.  ("HomeFed") .   But  we 
are  hardly  pleased  with  the  circumstances  that  have  occasioned 
this  inquiry. 

Through  a  global  network  of  firms  practicing  in  113 
countries  and  territories.  Price  Waterhouse  provides  a  broad 
range  of  professional  services  to  private  and  public  companies, 
individuals,  non-profit  organizations,  and  government.   The 
12,500  men  and  women  in  the  U.S.  Firm  are  justifiably  proud  of 
our  work  and  of  our  collective  reputation  for  competence  and 
integrity. 

We  object  strongly  to  the  innuendo  and  uninformed  statements 
concerning  Price  Waterhouse 's  work  for  the  RTC  that  have  been 
expressed  in  previous  public  proceedings  and  that  have  appeared 
in  the  press  over  the  last  several  months.   These  allegations 
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have  unfairly  tarnished  the  reputation  of  Price  Waterhouse  and 
inappropriately  raised  questions  in  the  minds  of  the  American 
people  and  their  representatives  whether  the  RTC  and  the  tax- 
payers received  fair  value  for  the  services  Price  Waterhouse 
performed  at  HomeFed.   Let  me  say  in  plain  and  emphatic  words 
that  the  work  Price  Waterhouse  performed  for  the  RTC  was  done 
well,  under  extraordinarily  difficult  circumstances,  at  a  fair 
price.   Armed  with  the  benefit  of  perfect  hindsight  critics  have 
identified  things  that  could  have  been  handled  differently.   That 
should  surprise  no  one  in  an  undertaking  as  complex  as  this  one, 
involving  a  first  of  its  kind  procedure  to  "resolve"  a  $14 
billion  savings  institution  under  extreme  time  pressures.   But  I 
am  satisfied  that  when  the  full  facts  are  known  and  understood, 
an  objective  observer  will  conclude  that  Price  Waterhouse  acted 
responsibly  and  performed  competently  in  full  accord  with  its 
contractual  duties. 

I  propose  to  address  in  this  statement  the  two  principal  and 
related  issues  that  have  attracted  the  Committee's  and  the 
public's  attention:   (1)  what  was  the  nature  of  the  professional 
services  that  Price  Waterhouse  perfonned  under  the  direction  of 
the  RTC  at  HomeFed,  and  (2)  were  the  fees  charged  appropriate? 
As  a  threshold  matter,  I  should  note  that  a  fully  definitive 
statement  cannot  be  made  at  this  time.   The  RTC's  normal  process 
of  contract  administration  has  not  concluded.   Also,  we  under- 
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stand  that  the  RTC's  Office  of  Inspector  General  ("IG")  will  have 
more  to  say  on  these  matters. 

Of  course,  the  IG  has  already  spoken  to  HomeFed  contract 
issues,  most  recently  in  a  document  released  on  June  25,  1993, 
titled  "RTC'S  Management  and  Continuity  Contractor  Contract  with 
price  Waterhouse-Audit  Report  A93-045."   That  document,  like  the 
IG's  earlier  public  statements^/  is  singularly  unhelpful  to 
anyone  seeking  objectively  to  understand  this  issue  because  the 
report  continues  to  misperceive  and  mischaracterize  Price 
Waterhouse's  assignment  as  an  engagement  to  photocopy 
records-and  nothing  more.   Indeed,  if  that  is  your  premise,  it 
is  little  wonder  that  you  would  quickly  conclude  that  the  RTC  did 
not  need  the  sophisticated  skills  and  services  of  a  major 
accounting  firm  to  handle  such  matters.   pnt  ^h.t  premise  is  dead 
Much  more  was  required  of  Price  Waterhouse  and  much  more 
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was  delivered. 

«>n.m,^  nP  PItlCE  W^TBPTTOnSE'S  PROFESSIONAL  SERVICES 
The  ensuing  discussion  regrettably  (but  unavoidably) 
bristles  with  acronyms  and  jargon  because  that  is  how  the  RTC 
organizes  its  work.   Simply  put,  what  the  RTC  set  out  to  do  in 
May  1992  was  resolve  HomeFed  by  selling  its  assets  as  rapidly  as 
possible,  under  an  experimental  procedure  that  would  combine  the 
RTC'S  Accelerated  Resolution  Process  ("ARP")  and  its  newly 


1/  Hearings  before  the  Subcommittee  on  R«g^l/.^\°".  \"i  <,f  the 
Government  Information,  Committee  on  Governmental  Affairs  of  the 
united  States  Senate,  February  19,  1993. 
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developed  Cooperative  Institution  Marketing  Program  ("CIM"). 
This  meant  that  the  RTC  intended  to  allow  HomeFed  to  continue  to 
operate  as  a  "live"  institution  under  its  own  management  during 
the  same  time  that  due  diligence  contractors  and  potential 
investors  would  be  reviewing  HomeFed' s  assets  for  sale.   It  also 
meant  that  an  attempt  would  be  made  to  truncate  to  5  months  or 
less  a  normal  systematic  12  to  18-month  timetable  for  the 
resolution  process. 

Price  Waterhouse  was  engaged  as  the  RTC's  Management  and 
Continuity  Contractor  ("MCC").   As  such,  it  was  Price 
Waterhouse' s  task  to  facilitate  the  activities  of  24  contractors 
and  federal  agencies  who  performed  or  participated  in  the  RTC's 
prescribed  bank  asset  review  procedures.   The  largest  segment  of 
this  work  related  to  supporting  the  four  due  diligence  contrac- 
tors who  were  separately  engaged  to  review  the  institution's  loan 
files  and  other  asset  documentation  in  order  to  provide  potential 
investors  with  sufficient  information  to  bid  on  the  assets  and  to 
provide  the  RTC  with  the  information  it  would  need  to  evaluate 
bids  and  to  issue  any  necessary  representations  and  warranties  to 
the  purchasers  of  the  assets. 

In  addition  to  its  assignment  to  facilitate  the  activities 
of  the  due  diligence  and  other  contractors,  Price  Waterhouse  was 
also  to  work  with  RTC  on-site  management  and  with  the  RTC's 
financial  advisors,  Goldman  Sachs  and  Morgan  Stanley,  who  had 
responsibility  to  organize  and  package  assets  to  execute  the 
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STC's  marketing  and  dissolution  strategy.   To  this  end,  Price 
waterhouse  was  engaged  to  develop  systems  and  procedures  to  track 
bank  assets  and  files  through  the  due  diligence  process,  to 
establish  and  maintain  so-called  "war  rooms"  containing  dupli- 
cates of  critical  loan  file  data  for  investor  review,  and  to 
provide  other  administrative  support  to  the  RTC  as  required. 

It  should  be  readily  apparent  from  this  recitation  of  duties 
that  the  work  of  the  MCC,  as  originally  conceived,  involved  much 
more  than  copying  documents.   It  was  a  task  requiring  sophistica- 
tion in  system  design,  management,  accounting  and  financial 
matters-a  task  worthy  of  a  professional  systems  and  management 
organization  such  as  Price  Waterhouse.   Were  it  not,  we  would  not 
have  undertaken  the  work. 

More  than  3  0%  of  the  fees  under  this  contract  involved  the 
management  tasks  described  above,  including  computer  system 
development,  and  such  critical  functions  as  due  diligence 
facilitation  and  quality  control.   These  services  are  described 
in  greater  detail  in  Attachment  1  to  this  statement.   A  quick 
review  will  reveal  that  these  management  services  were  signifi- 
cant, demanding  a  high  degree  of  professional  competence  in 
systems  management  and  organization. 

Now  let  me  return  to  the  document  management  tasks 
associated  with  the  HomeFed  assignment.   I  will  discuss  what  was 
involved  and  why  the  costs  were  appropriate  to  the  circumstances. 
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Document  Management  services  Performed  as  Management  and 
Continuity  Contractor 

The  first  thing  to  understand  about  our  document  management 
services  as  MCC  is  that  document  management  is  not  simply 
photocopying.   Rather  it  is  a  complex  process  that  involves  the 
design,  implementation  and  use  of  systems  to  control  the 
identification,  acquisition,  processing,  imaging,  tracking, 
storage,  retrieval  and  distribution  of  documents  to  meet  the 
needs  of  information  users.   Price  Waterhouse  has  been  a  leader 
for  many  years  in  the  development  and  application  of 
methodologies  to  meet  the  document  management  needs  of  a  variety 
of  paper-intensive  environments.   Increasingly,  these  systems 
have  evolved  to  make  use  of  enhanced  computer  search  and  document 
retrieval  technologies.   From  this  long  experience  with  document 
management  service  engagements,  including  complex  litigation 
support,  we  know  that  the  nature  of  the  tasks  required  and  the 
degree  of  sophistication  of  the  system  are  very  user  sensitive. 
And  in  this  case,  the  exigencies  of  the  situation  and  the  user's 
special  demands  greatly  influenced  both  the  design  and  the  costs 
of  the  services  performed. 

Seven  principal  factors  shaped  the  scope  of  Price 
Waterhouse 's  work  and  the  costs  the  RTC  incurred  under  this 

contract: 

•.    First.   The  sheer  size  of  HomeFed  obviously  had  an 

effect.   HomeFed  was  the  largest  financial  institution 
that  the  RTC  had  then  undertaken  to  resolve.   The  large 
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number  of  HomeFed  loans—approximately  75,000~and  the 
large  number  of  other  loans  that  HomeFed  serviced  meant 
that  the  scale  of  the  due  diligence,  and  the  associated 
document  management  process,  would  be  larger  and  more 
complicated  than  previously  experienced  in  RTC  resolu- 
tions. 

Second.   The  speed  with  which  the  RTC  had  decided  to 
sell  HomeFed  also  impacted  the  intensity  of  the 
services  that  Price  Waterhouse  rendered.   The  timetable 
imposed  by  the  Office  of  Thrift  Supervision  ("OTS")  and 
the  RTC  required  the  RTC's  due  diligence  contractors  to 
complete  their  work  by  the  last  week  in  July  1992, 
after  a  late  May  start,  so  that  potential  investors 
could  begin  their  own  file  reviews  and  prepare  for  a 
sale  no  later  than  September  30,  1992.   That  schedule 
placed  Price  Waterhouse  and  everyone  else  involved  in 
this  process  under  extreme  time  pressures.^' 
Third.   The  novel  character  of  the  attempted  resolution 
also  influenced  costs.   As  previously  noted,  the  RTC 
and  the  OTS  had  decided  to  handle  HomeFed  as  an  ARP/CIM 
resolution,  a  new  and  experimental  process.   The  RTC 


y  In  this  respect,  it  should  be  noted  that  Price  Waterhouse 

was  not  originally  selected  by  the  RTC  to  act  as  the  Management 
and  Continuity  Coordinator.   Another  firm  initially  had 
undertaken  this  responsibility  for  the  RTC,  but  Price  Waterhouse 
was  asked  to  take  over  after  the  RTC  determined  that  the  first 
firm  apparently  lacked  the  resources  to  get  the  job  done. 
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had  used  ARP  only  once  before  at  a  S&L  one-tenth  the 
size  of  HoineFed.   That  institution  was  operated  under 
the  controlled  environment  of  an  RTC  conservatorship, 
while  the  much  larger  HomeFed  was  to  be  permitted  to 
continue  operating  under  its  own  management.   The  CIM 
program  envisioned  a  quick,  simultaneous  sale  of  all  of 
an  institution's  assets;  the  CIM  had  never  before  been 
completed  at  any  institution.   The  combination  of  ARP 
and  CIM  was  wholly  unprecedented.   The  decision  to 
handle  HomeFed  as  an  ARP/CIM  resolution,  under 
extremely  tight  marketing  deadlines,  meant  that  the  RTC 
was  only  able  to  do  limited  advance  planning  for 
HomeFed 's  resolution — planning  that  could  have  made 
that  process  much  more  efficient  for  both  the  RTC  and 
its  contractors.   And  it  must  be  fairly  acknowledged 
that  RTC's  planning  never  fully  or  adequately  caught  up 
with  the  resolution  process. 

Fourth.   Resolving  HomeFed  through  the  ARP/CIM  process 
also  meant  that  the  RTC  would  allow  HomeFed  to  continue 
to  operate  as  a  "live"  institution  during  the  same  time 
that  due  diligence  contractors  and  potential  investors 
were  pouring  over  HomeFed' s  records  in  preparation  for 
the  sale.   By  its  very  nature,  the  process  created 
several  simultaneous  demands  for  the  bank's  original 
loan  files.   HomeFed  employees  needed  the  files  to 
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comiinue  the  bank's  day-to-day  operations;  due 
diligence  contractors  needed  the  same  files  to  perform 
their  file  review  work  for  the  RTC;  and  other  contrac- 
tors (such  as  law  firms)  and  government  agencies  (such 
as  the  RTC's  Office  of  Investigation)  also  needed  to 
review  the  files  to  perform  their  work  in  preparation 
for  resolving  the  institution.   Price  Waterhouse's 
responsibility  was  to  accommodate  all  of  these 
concurrent  demands,  preserve  the  integrity  of  HomeFed's 
records,  and  make  the  whole  process  work  within  the 
marketing  timetable  established  by  the  RTC.   This  added 
complexity  and  cost  to  the  process. 
Fifth.   Easily  the  most  disruptive  factor  that 
influenced  the  complexity  of  Price  Waterhouse's 
work— unknown  to  either  the  RTC  personnel  who  engaged 
Price  waterhouse  or  to  Price  Waterhouse  until  after  the 
work  had  already  begun— was  the  existence  of  a  federal 
grand  jury  subpoena  that  the  Department  of  Justice 
("DOJ")  had  caused  to  be  placed  on  HomeFed's  loan 
files.   This  subpoena— the  first  "blanket  subpoena- 
covering  all  bank  documents  the  RTC  had  ever 
encountered — effectively  prevented  the  RTC,  its 
contractors  and  potential  investors  from  reviewing  or 
copying  HomeFed's  loan  files  except  under  very  strict 
security  procedures  designed  to  ensure  an  unbroken 
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"chain  of  custody"  for  e  identiary  purposes.   The 
safeguards  necessary  to  meet  the  requirements  of  the 

DOJ  and  the  Federal  Bureau  of  Investigation  ("FBI") 

safeguards  which  were  designed  to  ensure  the  integrity 
of  HomeFed's  files  and  to  guarantee  the  DOJ's  ability 
to  take  subsequent  legal  actions  based  upon  those 
files — were  extremely  complex,  very  time  consuming,  and 
resulted  in  commensurate  costs. 

Sixth.   To  enhance  asset  value,  the  RTC  was  expected  to 
represent  and  warrant  that  the  copies  of  documents 
relied  upon  by  purchasers  were  100%  accurate  and 
complete.   In  essence,  purchasers  could  rescind  their 
purchases  if  it  was  subsequently  determined  that  the 
due  diligence  files  were  in  any  way  defective.   Thus, 
elaborate  quality  control  and  quality  assurance  proce- 
dures were  required  to  ensure  the  integrity  of  the 
copied  files  that  were  to  be  made  available  for  the  use 
of  the  due  diligence  contractors  and  for  potential 
purchasers. 

Seventh.   Lastly,  repeated  changes  in  RTC  marketing 
strategies  also  created  many  inefficiencies  that 
increased  the  time  and  cost  of  Price  Waterhouse's  work. 
Assets  were  moved  in  and  out  of  bulk  sale  packages, 
complicating  due  diligence  and  all  the  document 
management  activities  related  to  that  process.   Records 
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were  copied  that,  due  to  changes  in  the  marketing 
approach,  were  never  needed  for  due  diligence.   Price 
Waterhouse  had  to  prepare  for  tasks  that  were 
eventually  never  undertaken;  for  example,  it  had  to 
segregate  files  for  copying,  and  then  integrate  those 
files  back  into  other  records  when  marketing  goals 
changed.   Each  change  in  strategy  meant  a  change  in 
procedure  and  a  change  in  services.   Whenever 
strategies  were  modified,  Price  Waterhouse  apprised  RTC 
of  the  resulting  cost  implications.   When  HomeFed  was 
unexpectedly  placed  in  a  conservatorship  on  July  6, 
1992,  the  entire  thrust  of  the  marketing  effort 
changed. 
The  preceding  points  address,  in  a  general  way,  the  question 
of  why  the  assignment  involved  the  costs  that  it  did  and  why 
document  management  activities  ended  up  accounting  for  almost  7  0% 
of  the  costs  for  all  services  performed  under  the  contract. 

I  want  to  discuss  in  detail  the  activities  comprising  the 
document  management  function,  but  before  doing  so,  I  want  to  make 
one  matter  very  clear.   Throughout  the  course  of  this  contract 
Price  Waterhouse  repeatedly  offered  suggestions  for  cutting  back 
services  and  for  lowering  costs  of  required  procedures.   These 
are  well  documented  in  a  series  of  extensive  twice  monthly 
"status  reports"  Price  Waterhouse  prepared  for  the  RTC.   Copies 
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-t  these  reports  have  been  submitted  under  separate  cover  to  the 

committee's  staff. 

Certainly  tasks  could  have  been  completed  at  less  cost  had 

the  RTC  taken  more  time  to  plan  the  HomeFed  resolution  before 

work  began.-/   In  fairness,  however,  these  potential 

contractual  economies  must  be  compared  to  the  values  attributable 

to  getting  the  job  done  quickly.   The  RTC  holds  the  view  that  the 

more  quickly  it  can  evaluate,  package  and  sell  the  assets  of  a 

troubled  institution,  the  less  will  be  the  exposure  and  ultimate 

cost  to  the  American  taxpayer.   Thus,  "speed"  is  a  guiding 

principle  and  demand  placed  on  the  RTC's  staff  and  its 

contractors.   The  Committee  must  be  the  judge  of  whether  the  RTC 

properly  balanced  those  two  conflicting  objectives — speed  in  the 

execution  of  a  resolution  of  an  institution  versus  more  careful 

planning  and  care  in  that  undertaking — but  there  would  appear  to 

be  no  doubt  in  the  mind  of  former  RTC  President  Casey  that  the 

right  balance  was  achieved.   In  February  1993,  Mr.  Casey  advised 

the  Senate: 

[B]ecause  of  this  work  of  Price  Waterhouse 
and  other  contractors ,  we  had  the  due 
diligence  and  related  work  necessary  to  sell 
[HomeFed's]  assets  .  .  .  quickly.   As  a 
result,  the  holding  costs  and  asset 
deterioration  were  dramatically  reduced  .  .  . 


-/     Indeed  whatever  limited  planning  did  occur,  took  place 
before  Price  Waterhouse  became  involved.   Price  Waterhouse  was 
required  to  start  work  within  48  hours  after  being  selected  as 
the  replacement  MCC  and  after  the  HomeFed  resolution  strategy  had 
been  decided  and  the  process  was  underway. 
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We  saveri  hundreds  of  milUons  of  dollars. 
(Emphasis  supplied.)-^ 

The  Mvth  of  the  SO. 67  Copy 

Much  has  been  made  in  the  press  and  elsewhere  about  the 
allegations  that  the  RTC's  contract  with  Price  Waterhouse  imposed 
on  the  Government  copying  costs  of  $0.67  per  copy.   This  is  pure 
myth,  although  I  am  troubled  to  observe  that  the  assertions 
persist  and  are  inappropriately  repeated  in  the  June  25,  1993 
report  of  the  RTC's  Office  of  Inspector  General. 

in  fact,  the  $0.67  per  copy  attributed  by  the  IG  to  copying 
actually  relates  to  a  broad  spectrum  of  dnrumpnt  management 
services  provided  by  Price  Waterhouse  to  the  RTC  in  which  the 
physical  act  of  photocopying  was  only  a  small  part.   As  noted 
earlier,  document  management  is  a  complex  process  that  involves 
the  design,  implementation  and  use  of  systems  to  control  the 
identification,  acguisition,  processing,  imaging,  tracking, 
storage,  retrieval  and  distribution  of  documents  to  meet  the 
needs  of  information  users.   Price  Waterhouse 's  document 
management  work  at  HomeFed  is  not  remotely  comparable  to  making 
copies  at  a  neighborhood  copy  center  or  a  commercial  photocopy 
operation. 


4/     Testimony  of  Albert  V.  Casey,  President  and  Chief 
Executive  Officer  of  the  Resolution  Trust  Corporation,  before  the 
subcommittee  on  Regulation  and  Government  ^^^ °^^^J°"  °^3^^|^„el 
senate  Committee  on  Government  Affairs,  February  19,  1993,  Panel 
2  Transcript,  at  2. 
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The  special  needs  of  the  RTC,  HomeFed  (as  an  ongoing  $14 
billion  institution) ,  and  the  DOJ  combined  to  impose  requirements 
for  (1)  logging  and  inventory,  (2)  preparation  and  reassembly, 
and  (3)  quality  review,  that  went  far  beyond  those  required  in 
typical  document  management  activities. -^   They  also  far 
exceeded  the  sophisticated  requirements  typically  imposed  on 
document  management  activities  in  civil  or  criminal  litigation, 
let  alone  the  usual  photocopy  contract.   Another  factor 
significantly  contributing  to  the  cost  of  document  management 
under  this  contract  was  RTC's  requirement  for  a  number  of  high- 
capacity  photocopy  centers  staffed  to  be  fully  operational  24 
hours  per  day,  and  reserved  exclusively  for  its  own  use  under 
stringent  security  requirements. 

The  following  discussion  will  elaborate  on  each  of  the 
special  demands  attendant  to  the  RTC  contract. 
1.    Loaqino  and  Inventory 

Among  its  first  priorities  as  the  new  MCC  contractor, 
Price  Waterhouse  worked  with  the  DOJ,  the  FBI,  the  RTC  and 
HomeFed  to  develop  procedures  to  ensure  the  integrity  of  the 
original  HomeFed  files  during  the  reproduction  process.   The 
purpose  of  these  procedures  was  to  develop  a  system  that  would 
create  an  "audit  trail"  for  millions  of  documents,  insure  that  no 
documents  were  lost  or  misplaced  in  the  course  of  the  due 


-/  The  complexities  of  these  elements  of  the  HomeFed  document 

management  process  are  illustrated  in  a  work  flow  diagram 
appended  to  this  statement  as  Attachment  2 . 
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diligence  work,  and  permit  Price  Waterhouse  partners  to  testify 
in  court,  if  necessary.   Price  Waterhouse  eventually  drafted  a 
total  of  18  chapters  of  document  control  procedures  which  were 
approved  by  the  DOJ,  in  consultation  with  the  FBI.   These 
procedures  were  entitled  "Resolution  Trust  Corporation 
Accelerated  Resolution  Program  for  HomeFed  Bank:   Document 
Control  Procedures."   Each  chapter  was  tailored  to  a  specific 
group  of  HomeFed  assets  or  to  a  specific  copy  location. 

The  written  procedures  needed  to  satisfy  the  DOJ's  security 
requirements  included  elaborate  physical  controls  as  well  as 
logging  and  tracking  systems  to  demonstrate  accountability  for 
the  subpoenaed  HomeFed  files  from  the  time  that  Price  Waterhouse 
received  them  until  Price  Waterhouse  returned  them  to  HomeFed. 
Price  Waterhouse  had  to  be  able  to  maintain  and  prove,  after  the 
fact,  that  a  complete  "chain  of  custody"  for  the  millions  of 
pages  of  HomeFed  loan  files  was  maintained  at  all  times. 

Price  Waterhouse  was  required  to  set  up  and  maintain  several 
decentralized  "express  copy  centers"  in  close  physical  proximity 
to  the  files.   This  decentralization  of  copying  operations,  to 
accommodate  the  RTC's  due  diligence  contractors  and  expedite  the 
sales  process,  increased  staffing  and  supervisory  requirements 
substantially . ^/ 


^1  Throughout  the  project  there  was  a  total  of  19  copy 

centers  dedicated  to  RTC's  requirements. 
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To  ensure  consistency  and  integrity  in  file  handling,  the 
DOJ  procedures  did  not  permit  HomeFed  to  deliver  original  loan 
files  directly  to  the  RTC's  due  diligence  contractors.   Instead, 
all  handling  of  "live"  files  had  to  be  accomplished  through  Price 
Waterhouse,  who  was  required  to  maintain  written  logs  to 
establish  the  "chain  of  custody"  previously  discussed  and  to 
satisfy  HomeFed' s  specific  demands  to  provide  real  time  tracking 
and  retrieval  of  documents  to  meet  HomeFed' s  ongoing  operating 
needs.   In  addition,  when  oversized  documents  (such  as  maps)  had 
to  be  sent  off -site  to  be  copied  on  specialized  equipment,  the 
DOJ  procedures  required  that  Price  Waterhouse  staff  members 
accompany  the  documents  to  and  from  the  off -site  copy  location, 
and  that  staff  remain  with  the  docximents  during  the  time  they 
were  being  copied. 

All  of  these  procedures  increased  the  document-handling  time 
and  make  it  impossible  to  compare  this  engagement  to  any 
traditional  document  management  contract,  let  alone  a  simple 
photocopy  assignment.-/ 


-/     As  another  example  of  the  complexities  of  this  engagement. 
Price  Waterhouse  was  required  to  develop  a  computerized  Asset 
Control  Tracking  System  ("ACTS")  to  monitor  and  control  tracking 
of  loan  and  investor  files  for  each  asset  pool.   The  system 
monitored  each  movement  (i.e.,  an  "event")  of  original,  shadow 
and  fiche  copies  of  the  loan  files  and  allowed  Price  Waterhouse 
and  the  due  diligence  contractors  to  determine  the  location  and 
status  of  loan  files  at  any  given  point  in  time.   Through  the 
course  of  the  contract,  ACTS  tracked  approximately  one-half 
million  " events . " 
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2.    Preparation  and  Reassembly 

Every  photocopy  assignment  involves  some  level  of 
preparation  and  reassembly.   But  these  steps  were  significantly 
more  elaborate  under  the  HomeFed  procedures.   The  preparation 
step  involved  receiving  original  files  and  logging  them  into  the 
preparation  operation.   Each  document  was  copied  twice:   the 
■•shadow  copy"  was  used  for  due  diligence  review  and  the  other 
copy,  called  the  "archive  copy,"  was  used  for  later  microfilming. 

The  reassembly  step  followed  the  photocopying  task. 
Reassembly  involved  reconstructing  the  original  files  to  their 
o^.nf  nre-copvinn  condition  through  re-stapling  and  refiling. 
While  the  archive  copy  did  not  require  elaborate  reassembly,  the 
shadow  copy  had  to  be  reassembled  to  match  the  original  file 
precisely,  since  it  was  critical  to  work  being  performed  by  the 
due  diligence  contractors.   This  matching  process  meant  that 
(1)  the  documents  and  the  relationships  among  documents  had  to  be 
exactly  replicated  (i.^,  if  in  the  original  files,  several 
stapled  documents  were  themselves  stapled  together,  then  the 
shadow  copies  of  those  documents  had  to  be  fastened  in  the  same 
way);  and  (2)  any  tabs  or  section  dividers  in  the  original  files 
had  to  be  recreated  (with  appropriate  tab  descriptions)  and 
inserted  into  the  correct  places  within  the  shadow  copies. 
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3 .    Quality  Review 

It  was  tremendously  important  to  the  RTC,  the  due 
diligence  contractors  and  the  potential  investors  that  the 
"shadow"  copy  of  each  HomeFed  file — the  copy  that  the  due 
diligence  contractors  would  use  to  prepare  their  work  product  and 
which  potential  investors  would  use  to  make  their  own  bidding 
decisions — be  a  perfect  duplicate  copy  of  the  original  bank  loan 
file.   Otherwise,  the  RTC  could  not  make  the  necessary 
representations  and  warranties  to  purchasers  for  asset  sales 
based  on  photocopied  files. 

The  quality  review  procedures  developed  to  meet  RTC's  needs 
involved  two  time-consuming  steps.   First,  after  each  file  was 
copied  by  clerical  staff,  other  clerical  staff  employees  would 
perform  a  100%  quality  control  check  by  comparing  each  page  of 
the  "shadow"  copy  against  each  page  of  the  original.   This  was 
necessary  to  ensure  that  the  original  file  was  returned  to  its 
original  condition  and  that  the  "shadow"  file  was  an  exact  (and 
high-quality)  duplicate  of  the  original  file,  down  to  the  last 
staple,  pacer  clip,  tab,  and  post-it  note.   Second,  after 
clerical  staff  employees  completed  this  100%  quality  control 
check.  Price  Waterhouse  staff  members  made  a  second  quality 
assurance  check  by  performing  the  same  review  on  a  2  0%  to  3  0% 
sample  of  the  HomeFed  loan  files  that  had  been  copied.   Only 
after  these  two  quality  checks  had  been  completed  were  the 
original  files  logged  out  and  returned  to  HomeFed  custody  and  the 
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"shadow"  copy  of  the  files  sent  to  Price  Waterhouse  libraries  for 
delivery  to  the  due  diligence  contractors. 

These  quality  control  and  quality  assurance  procedures  were 
installed  in  response  to  the  needs  of  the  RTC,  the  due  diligence 
contractors  and  potential  investors.   While  some  level  of  quality 
control  is  found  in  a  typical  document  management  engagement, 
virtually  none  would  be  provided  by  a  commercial  photocopy 
contractor  performing  a  typical  photocopy  contract. 
4.    ntilization  of  capacity 

During  much  of  the  project,  the  RTC  required  Price 
waterhouse  to  provide  not  one  but  a  number  of  copy  centers.   It 
also  needed  those  copy  centers  to  have  a  very  high  capacity.   At 
least  some  of  those  copy  centers  were  required  to  operate  on  a 
24-hour  basis,  necessitating  three  full  shifts  of  copy  operators, 
supervisors,  quality  control  personnel  and  other  staff.   Similar 
to  a  public  utility  which  must  maintain  high  capacity  for  peak 
demand  times.  Price  Waterhouse  was  required  to  maintain  high 
capacity  for  peak  demand  times.   The  RTC  understood  that  the 
maintenance  of  such  capacity  would  add  to  the  overall  cost. 
However,  this  cost  was  recognized  by  the  RTC  as  the  natural 
consequence  of  the  ARP/CIM  process  selected  by  the  RTC  for  the 
HomeFed  resolution. 

The  photocopy  centers  operated  for  the  RTC  at  HomeFed  were 
unlike  any  commercial  photocopy  operation.   Commercial  photocopy 
operations  are  designed  to  handle  the  work  of  many  customers 


155 


-20- 

operating  on  different  time  deadlines.   Such  venders  can 

establish  and  maintain  the  degree  of  backlog  necessary  to  permit 

an  efficient  "flow"  of  work  through  the  operation,  and,  thus, 

ensure  high  utilization.   At  HomeFed,  there  was  no  consistent 

backlog  of  work  conducive  to  high  utilization.   HomeFed' s 

employees  sent  loan  files  to  Price  Waterhouse  when  they  could, 

and  their  needs — the  needs  of  a  $14  billion  operating  financial 

institution — set  Price  Waterhouse' s  schedule  for  copying  and 

returning  those  files. 

Just  as  Price  Waterhouse  could  not  schedule  work  at  its 

convenience  to  achieve  high  utilization,  it  could  not  take  on  any 

"filler"  work  for  customers  other  than  the  RTC,  which  would  have 

the  effect  of  increasing  capacity  utilization  and  lowering  per- 

copy  costs.   Its  entire  operation  was  dedicated  to  one  customer 

only — and  that  customer's  top  priorities  were  timeliness  and 

availability. 

A  Final  comment  on  Price  Waterhouse' s  Document  Management 
Services . 

From  the  outset,  the  public's  concern  about  the  services 

Price  Waterhouse  performed  under  its  contract  and  the 

reasonableness  of  its  fees  has  been  grounded  in  a  fundamental 

error  in  methodology  first  made  by  the  RTC's  Inspector  General  in 

February  and  one  that  persists  to  this  day.   In  short,  the  IG 

extracted  from  the  billing  data  certain  costs  identified  with 

document  management  activities  and  simply  divided  those  costs  by 

the  number  of  photocopies  produced  during  the  engagement  to 
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derive  a  per-page  copy-cost.   This  calculation  has  the  appearance 
of  plausibility,  but  it  is  actually  deceptive  and  flat  out  wrong. 
AS  we  hope  the  foregoing  discussion  has  made  plain,  the  document 
management  services  provided  by  Price  Waterhouse  involved  a  broad 
spectrum  of  activities  that  went  beyond  the  physical  act  of 
photocopying.   Also,  we  have  shown  that  the  combined  demands  of 
the  RTC,  Homered  and  the  DOJ  imposed  on  Price  Waterhouse  service 
requirements  and  procedures  that  far  exceeded  those  of  a  typical 
document  management  engagement.   And  we  have  identified  a  number 
of  other  factors-we  have  listed  seven-that  significantly 
influenced  the  scope  and  complexity  of  the  work  performed  under 
this  contract  and  added  to  its  cost.   The  essential  point  is 
this-Price  waterhouse  was  not  simply  copying  documents  for  the 
RTC;  we  did  much  more  than  that  and  the  RTC  received  much  more 
for  the  taxpayer's  money. 
The  TG'?  Misleading  .Tune  2S.  1993  Report 

in  its  June  25,  1993  report,  the  IG  not  only  perpetuates  its 
error  in  methodology,  it  attempts  to  buttress  its  criticisms  with 
highly  misleading  anecdotal  "evidence"  suggesting  that  Price 
waterhouse' s  work  under  its  contract  with  RTC  might  have  been 
performed  for  much  less  by  others.   To  this  end,  the  IG  has 
questioned  why  it  was  necessary  for  Price  Waterhouse  to  charge 
more  for  document  management  services  than  the  11.5  cents  per 
copy  xerox  charged  for  files  that  HomeFed  had  shipped  in  error  to 
xerox  for  duplication.   Except  for  an  almost  begrudging 
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acknowledgment  that  Xerox  might  he  i   charged  more  if  it  under- 
stood better  the  job  it  was  undertaking,  the  IG  deals  not  at  all 
with  what  might  be  the  most  significant  difference.   Xerox  was 
not  asked  to  staff  and  operate  24-hour  dedicated  copy  centers 
reserved  exclusively  for  the  RTC's  needs.   Instead,  it  is 
reasonable  to  assume  that  Xerox  did  the  HomeFed  copying  as 
"filler"  work  in  a  non-dedicated  facility  where  the  HomeFed  job 
could  be  fit  into  the  scheduled  work  for  Xerox's  other  customers. 

Similarly  misleading  are  observations  such  as  those 
contained  in  the  IG's  June  25,  199  3  report  suggesting  that  other 
firms  specializing  in  litigation  copying  would  have  charged  much 
less  to  perform  the  RTC's  "photocopying" — with  a  top  rate  of  19 
cents  per  copy.   As  a  major  supplier  of  litigation  document 
management  services,  we  can  state  unequivocally  that  such  an 
assumption  is  mistaken.   The  operational,  security  and  quality 
review  constraints  inherent  in  the  HomeFed  assignment — including 
the  fact  that  all  of  these  occurred  inside  a  $14  billion 
operating  financial  institution — simply  would  not  have  been 
present  in  even  the  most  complex  litigation  copying  assignment. 
The  rC's  "conclusions"  are  apparently  based  on  informal  inquiries 
of  companies  as  to  their  general  rates.   A  fair  and  objective 
analysis  of  the  document  management  cost  issue  requires  much  more 
than  the  off-handed  observations  that  appear  in  the  pages  of  the 
IG's  report. 
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At  the  very  least,  the  IG  should  be  expected  to  have  dealt 
forthrightly  with  the  RTC's  views  presented  in  Senate  testimony 
and  in  a  letter  to  Congressman  Hinchey,  a  member  of  this 
Committee.   Former  RTC  President  Casey,  in  his  appearance  before 
the  Senate  Government  Affairs  Subcommittee  on  Regulations  and 
Government  Information  in  February,  a  full  five  months  ago,  set 
out  in  significant  detail  why  the  elaborate  document  control  and 
logging  procedures  imposed  on  Price  Waterhouse  to  meet  the  RTC's 
and  DOJ's  requirements  made  it  "highly  misleading  to  say  the  cost 
of  copying  was  67  cents  per  page."   The  IG's  report  completely 
ignores  this  testimony  and  its  detailed  supporting  analysis. 

Similarly  in  March  of  this  year,  the  RTC  provided 
Congressman  Hinchey  with  an  extensive  analysis  of  the  labor  cost 
components  that  are  related  to  different  phases  of  the  asset  file 
management  and  reproduction  process  employed  by  Price  Waterhouse, 
and  contrasted  those  costs  with  the  copying  work  done  by  Xerox. 
The  RTC's  conclusion,  expressed  in  two  and  one  half  single  space 
pages,  is  that  the  work  done  by  Price  Waterhouse  and  Xerox  is 
simply  not  comparable.   Yet  the  IG  continues  to  make  this 
comparison  two  months  later  with  no  mention  of  the  RTC's  earlier 
analysis. 

The  IG's  June  25,  1993  report  falls  far  short  of  the 
independent  and  objective  analysis  that  we  had  hoped  for,  and 
believe  the  Congress  should  require.   We  are  particularly 
disappointed  that  Price  Waterhouse  was  not  given  the  opportunity 
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to  comment  on  the  IG's  report  prior  to  its  release,  as  we  believe 
is  the  usual  practice  and  as  we  were  told  would  be  an  opportunity 
accorded  to  us.   Not  once  did  the  IG  share  its  conclusions  or 
attempt  to  discuss  its  criticisms  with  Price  Waterhouse  prior  to 
incorporating  them  in  its  formal  report  to  the  RTC's  Interim 
Chief  Executive  Officer.   Presumably,  we  all  share  the  common 
purpose  of  seeing  to  it  that  reports  of  this  nature  are  accurate 
and  fairly  presented.   Had  we  had  an  opportunity  to  comment,  we 
might  have  avoided  additional  misunderstanding  about  the  document 
management  services  performed  and  the  reasonableness  of  the 
incurred  costs. 

We  are  particularly  troubled  that  many  of  the  IG's 
observations  in  its  report  are  uncorroborated  and  rely  heavily  on 
selective  inquiry  of  unidentified  participants  with  no  attempt  to 
establish  their  expertise  or  qualifications  to  make  the  comments 
attributable  to  them.   Attachment  3  hereto  lays  out  a  point-by- 
point  comment  on  the  IG's  June  25  report. 

THE  APPROPRIATENESS  OF  PRICE  WATERHOUSE  FEES 
I  now  come  to  the  second  of  the  two  issues  I  set  out  to 
discuss  in  this  statement — the  appropriateness  of  Price 
Waterhouse's  fees.   The  IG's  June  25,  1993  report  contains  the 
following  observation:   "The  fact  that  Price  Waterhouse  did  not 
pass  through  subcontract  temporary  labor  charges  at  cost 
contributed  to  .  .  .  excessive  costs."   This  statement  appears  in 
a  section  titled  in  part  "RTC  .  .  .  INCURRED  EXCESSIVE  COSTS  FOR 
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SUBCONTRACTOR  MARK-UPS."   In  this  aspect  of  the  IG's  report,  the 
analytic  deficiencies  are  even  more  glaring  and  more  distressing 
than  the  portion  of  the  report  that  talks  about  charges  of  $.67 
per  page  for  copies. 

The  written  agreement  Price  Waterhouse  had  with  the  RTC  was 
a  "time  and  materials  contract"  at  fixed  hourly  rates  by  labor 
category.   All  of  the  rates,  including  the  $17  per  hour  clerical 
rate,  were  competitively  procured  and  represented  the  market  rate 
for  services  to  be  provided  under  the  contract. 

That  Price  Waterhouse  engaged  large  numbers  of  temporary 
staff  to  carry  out  its  responsibilities  under  the  contract  should 
have  been  no  surprise  to  the  RTC  and  it  was  not.   Consider  the 
logistical  difficulties  of  the  task  assigned  to  Price  Waterhouse. 
Retained  in  May,  the  firm  was  required  to  support  the  due 
diligence  process  for  over  75,000  loan  files,  facilitate  its 
conclusion  by  July  and  prepare  for  a  sale  no  later  than 
September.   It  was  essential  for  Price  Waterhouse  to  move  quickly 
to  meet  the  RTC's  schedule.   Within  weeks.  Price  Waterhouse  had 
over  3  00  of  its  own  staff  and  approximately  7  00  temporary 
employees  hired,  trained  and  on  the  job. 

The  RTC's  Director  of  Contracts,  as  well  as  its  Vice 
President  for  Administration  (with  benefit  of  legal  advice) ,  have 
acknowledged  that  the  RTC  "does  not  question  [Price  Waterhouse' s] 
legal  entitlement  to  the  fees  invoiced  for  clerical  and 
paraprofessional  services,  nor  as  a  matter  of  contract  policy 
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does  RTC  question  [Price  Waterhouse' s)  legal  entitlement  to 
charge  category  rates  for  purchased  labor,  whether  temporary  or 
permanent."-/   Yet  the  IG  makes  no  mention  of  this  in  its 
report,  implying  instead  that  Price  Waterhouse  was  under  an 
obligation  to  pass  through  "subcontract"  temporary  labor  charges 
at  cost.   The  IG  knows  or  should  know  that  there  is  no  statutory, 
regulatory,  or  contractual  basis  for  this  idea. 

Moreover,  the  IG  knows  or  should  know  that  in  government 
contracting  parlance  the  hiring  of  temporary  labor  does  not 
constitute  a  "subcontract"  nor  is  it  analytically  correct  to 
speak  of  "mark-ups"  on  the  clerical  and  other  temporary  employees 
because  there  are  no  mark-ups  in  a  time-and-materials  contract. 
Under  a  time-and-materials  contract,  services  are  required  to  be 
reflected  at  the  appropriate  fixed  labor  category  rate.   The  use 
of  time-and-materials  contracts  is  an  entirely  normal  and  usual 
practice  for  professional  service  contractors,  particularly  when 
at  the  time  of  contracting  the  scope  of  services  is  acknowledged 
by  the  parties  to  be  uncertain.   Direct  labor  costs  do  not 
include  the  significant  indirect  costs  of  the  service  business 


^  February  17,  1993  Amendment  to  the  Home  Fed  Task  Order. 

This  conclusion  was  echoed  (but  also  ignored  by  the  IG)  in  the 
testimony  of  the  RTC's  President  before  this  Committee  and  the 
Senate  Government  Affairs  Committee.   Statement  of  Albert  V. 
Casey,  reprinted  in  Hearing  Before  the  Subcommittee  on  General 
Oversight,  Investigations,  and  the  Resolution  of  Failed  Financial 
Institutions  of  the  House  Committee  on  Banking,  Finance  and  Urban 
Affairs  at  61  (Feb.  23,  1993);  Statement  of  Albert  V.  Casey 
before  the  Subcommittee  on  Regulation  and  Government  Information 
of  the  Senate  Committee  on  Governmental  Affairs  at  6  (Feb.  19, 
1993)  . 
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and  such  costs  are  traditionally  recovered  in  the  service 
provider's  hourly  rates,  be  they  for  professional  or  clerical 
services.   The  RTC  did  not  expect  direct  labor  cosr.  passthroughs , 
nor  did  Price  Waterhouse  contemplate  this  when  it  bid  its  market 
category  rates  for  labor. 

One  final  point.   Please  note  the  faulty  logic  of  the  IG's 
complaint  about  the  "mark-ups"  on  the  temporary  employees.   There 
can  be  no  question  that  the  IG  would  agree  that  had  Price 
Waterhouse  transferred  700  or  more  of  its  own  clerical  employees 
from  around  the  country  to  San  Diego  it  would  have  been  perfectly 
entitled  under  the  contract  to  bill  the  $17  contract  rate  for 
clerical  services,  plus  expense  reimbursement  for  travel  and 
accommodation  costs.   However,  because  Price  Waterhouse  instead 
more  appropriately  hired  many  local  San  Diego  residents  and 
trained  them  to  do  the  job,^  Price  Waterhouse — the  IG  would 
seem  to  suggest — should  be  entitled  only  to  its  direct  labor 
cost.   That  not  only  is  wrong  from  a  legal  point  of  view,  it  is 
highly  misleading  and  makes  no  practical  sense. 

Conclusion 

Mr.  Chairman,  as  I  conclude  this  statement  I  wish  to  assure 
the  Committee  that  Price  Waterhouse  regards  the  issues  raised 
concerning  its  engagement  with  the  RTC  to  be  most  serious.   In 


-/     Over  1,100  people  from  the  San  Diego  area  were  employed  by 
Price  Waterhouse  for  this  engagement. 
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November  1992,  Senior  Management  of  Price  Waterhouse  initiated  a 
thorough  and  detailed  review  of  this  matter  under  my  direction. 
As  I  noted  at  the  beginning  of  my  remarks,  I  am  fully  satisfied 
on  the  basis  of  that  review  t  .t  the  services  that  Price 
Waterhouse  rendered  under  its  contract  with  the  RTC  were  timely, 
effective  and  of  high  quality,  particularly  in  light  of  the 
extraordinarily  difficult  circumstances  under  which  these 
services  were  performed.   I  believe  that  Price  Waterhouse  has 
been  unfairly  criticized  and  has  somehow  become  a  victim  of  a 
much  larger  dispute  concerning  alleged  deficiencies  in  the  RTC's 
contracting  practices  and  in  the  administration  of  its  trust 
responsibilities . 

Much  has  been  said  about  the  size  of  the  contract  and 
questions  have  been  raised  concerning  how  an  agreement  initially 
thought  by  the  RTC  to  involve  costs  of  $5  million  turned  out  to 
cost  more  than  $20  million.   These  statements  may  have  created 
the  misimpression  that  the  contract  experienced  unforeseen  and 
enormous  overruns.   This  is  simplv  not  true.   In  fact,  within 
3  0  days  after  the  RTC  selected  Price  Waterhouse  to  serve  as  the 
MCC  contractor  at  HomeFed,  Price  Waterhouse  submitted  projections 
that  its  fees  would  range  between  $21.6  and  $23.1  million— pro- 
jections that  have  proved  remarkably  accurate  considering  the 
difficulty  in  anticipating  the  full  scale  of  the  work  that  was 
ultimately  required.   The  RTC  could  have  terminated  the  contract 
at  that  stage  or  sought  to  renegotiate  its  terms.   It  did  not — I 
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believe — because  it  probably  saw  those  estimates  as  reasonable 
given  the  complexity  of  the  engagement  that  Price  Waterhouse  had 
been  asked  to  perform. 

Nonetheless,  in  February  of  this  year  Price  Waterhouse 
determined  to  voluntarily  discount  by  20%  its  fees  for  all  labor 
categories  under  the  contract  to  the  extent  that  contract  fees 
exceeded  $5  million.   At  the  time  of  this  undertaking,  the  RTC's 
President  Albert  V.  Casey  characterized  our  actions  as  those  of  a 
"responsible  contractor."   We  did  this  in  recognition  that  the 
scope  and  magnitude  of  the  MCC  service  had  proved  to  be 
substantially  greater  than  either  party  contemplated  at  the  time 
of  the  contracting.   Had  the  parties  known  that  this  level  of 
effort  would  be  required,  the  RTC  most  likely  would  have 
requested,  and  Price  Waterhouse  probably  would  have  agreed,  to 
negotiate  lower  hourly  labor  rates.   So  we  decided  to  renegotiate 
our  fees  in  consideration  of  the  concerns  raised  about  the 
magnitude  of  the  billings.   In  essence.  Price  Waterhouse 
determined  to  give  the  Government  the  benefit  of  the  bargain  it 
might  have  made  back  in  May  of  1992,  but  did  not.   This  resulted 
in  a  reduction  in  fees  of  $3.5  million. 

Following  this  agreement,  Price  Waterhouse  Senior  Management 
concluded  its  internal  review  focusing  on  the  billing  arrange- 
ments of  the  HomeFed  engagement.   As  a  result  of  that  intensive 
review  we  have  brought  to  the  attention  of  the  RTC  certain 
adjustments  to  the  billing  classification  of  certain  Price 
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Waterhouse  employees  and  some  of  the  temporary  help  who  had 
originally  been  categorized  on  the  basis  of  functions  performed 
rather  than  on  the  basis  of  Price  Waterhouse's  internal  staff 
classifications.   In  addition,  that  review  turned  up  a  number  of 
other  contract  interpretation  ambiguities.   In  each  and  every 
instance,  Price  Waterhouse  has  resolved  the  issues  in  favor  of 
the  Government.   As  a  consequence,  we  have  modified  our  bills  to 
the  RTC  resulting  in  further  reductions  in  previous  billed 
amounts.   Again,  I  wish  to  emphasize  that  Price  Waterhouse  has 
undertaken  this  action  on  its  own  initiative.—' 

Price  Waterhouse  has  a  long  and  proud  history  as  a 
contractor  to  Government.   We  believe  that  we  have  contributed 
significantly  over  the  years  to  improving  the  performance, 
effectiveness  and  the  efficiency  of  the  Government  departments 
and  agencies  for  whom  we  have  worked.   I  am  satisfied  that  the 
work  performed  by  Price  Waterhouse  for  the  RTC  is  in  keeping  with 
that  tradition  of  quality  work.   Where  problems  have  been  found 
we  have  corrected  them.   I  want  to  assure  this  Committee  and, 
through  it,  the  American  people  that  Price  Waterhouse  takes  very 
seriously  its  obligations  to  provide  its  clients,  whether  public 
or  private,  high  quality  service  consistent  with  professional 


— /     After  making  these  adjustments,  together  with  the 
discounts  on  labor  volunteered  in  February,  Price  Waterhouse's 
fees  under  the  RTC  contract  came  to  $18.8  million;  its  expenses 
were  $4.1  million,  for  a  total  of  $22.9  million.   This  amount 
compares  quite  favorably  with  Price  Waterhouse's  estimates 
provided  to  the  RTC  back  in  May  1992. 
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standards.   In  the  case  of  Price  Waterhouse's  engagement  with  the 
RTC,  despite  significant  obstacles  and  the  most  trying  of 
circumstances,  we  believe  we  have  faithfully  discharged  our 
contractual  duties  and  that  the  government  received  full  and  fair 
value.—/ 


— /     Chairman  Gonzalez's  letter  to  Price  Waterhouse  Senior 
Partner  Shaun  O'Malley  dated  August  3,  1993  asked  that  we 
describe  the  services  that  Price  Waterhouse  provided  to  HomeFed 
through  the  law  firm  of  Debevoise  &  Plimpton.   These  services 
occurred  in  1991,  prior  to  the  Federal  government's  action  to 
take  charge  of  the  institution.   Our  fees  were  less  than  $80,000. 
Price  Waterhouse  is  bound  by  a  confidentiality  agreement  with 
Debevoise  &  Plimpton.   Price  Waterhouse  respectfully  asks  the 
Committee  to  request  that  firm  or  the  OTS  for  a  description  of 
our  services.   OTS  knew  all  about  these  services  and  we  believe 
RTC  did  also. 
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The  non-document  management  services  consisted  of  the 
following  tasks  in  support  of  the  RTC's  sale  of  HomeFed. 

Due  Diligence  Facilitation 

The  due  diligence  process  at  HomeFed  required  the  due 
diligence  contractors  to  review  and  prepare  loan  document  and 
sale  packages  on  each  of  more  than  75,000  loans  within  the  time 
frame  required  for  the  RTC  to  meet  the  OTS's  September  30,  1992 
sales  deadline. 

From  May  through  July  1992,  Price  Waterhouse  facilitated  the 
efforts  of  nine  due  diligence  teams  working  for  four  separate 
contractors;  three  financial  advisors;  three  law  firms;  five 
environmental  engineering  contractors  and  one  support  services 
contractor.   The  due  diligence  teams  included  hundreds  of 
professionals  who  played  a  role  in  reviewing  the  HomeFed  loan 
portfolios.   Each  due  diligence  team  was  separately  located 
within  one  of  three  buildings.   A  minimum  of  two  Price  Waterhouse 
or  contract  professional  staff  were  assigned  as  liaisons  to  each 
team.   In  most  cases,  those  professionals  had  relevant  experience 
in  real  estate  or  banking. 

To  make  the  process  work.  Price  Waterhouse  had  to  design 
procedures  and  allocate  resources  so  as  to  obtain  and  deliver 
loan  files  required  by  the  due  diligence  contractors  with  minimal 
interference  to  normal  HomeFed  operations,  and  to  do  so  in 
compliance  with  the  complex  and  extensive  DOJ-imposed  document 
handling  procedures.   The  transfer  and  analysis  of  electronic 
data  from  HomeFed  systems  to  those  of  the  due  diligence 
contractors  also  had  to  be  performed. 

Development  and  Implementation  of  Computer  systems 

Another  aspect  of  Price  Waterhouse 's  task  order  at  HomeFed 
was  to  develop  and  implement  computer  systems  needed  to  track 
HomeFed 's  assets  through  the  due  diligence  process  as  well  as  to 
manage  that  tracking  process.   These  computer  systems  were 
designed  to  provide  accurate  and  timely  information  to  the  RTC, 
HomeFed,  the  financial  advisors,  the  due  diligence  contractors 
and  Price  Waterhouse  about  the  status  of  HomeFed' s  assets  as  well 
as  information  about  the  production  of  copies,  microfilm  and 
investor  files. 

Price  Waterhouse  developed  a  database  that  accurately 
tracked  the  assignment  of  bank  assets  to  RTC  sales  initiatives 
and  due  diligence  contractors.   In  this  connection,  Price 
Waterhouse  had  to  reconcile  its  database  with  HomeFed 's  own 
general  ledger  to  ensure  that  all  HomeFed  assets  were  assigned  to 
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an  asset  pool  for  due  diligence  and  ultimate  sale.   Price 
Waterhouse  also  had  to  convert  HomeFed's  loan  servicing 
information,  which  HomeFed  maintained  in  several  diverse  formats, 
to  a  consistent  format  that  all  due  diligence  teams  could  use  in 
their  work. 

Price  Waterhc  je  designed  and  developed  computer  systems  to 
track  the  movement  of  loan  files  through  the  due  diligence 
process.   Price  Waterhouse  also  designed  and  implemented  computer 
systems  to  support  operation  of  the  war  room  and  the  microfilm 
library.   Among  other  things,  the  computer  systems  Price 
Waterhouse  developed  produced  daily  reports  for  the  RTC  and  its 
contractors  to  monitor  the  due  diligence  progress  to  ensure  that 
the  RTC's  deadlines  could  be  met. 

Establishing  and  Maintaining  RTC  "War  Rooms" 

"War  rooms,"  in  RTC  nomenclature,  are  reference  libraries  of 
information  about  a  S&L's  loan  files.   In  preparing  to  sell  a 
failing  S&L,  the  RTC  maintains  war  rooms  so  that  potential  buyers 
of  the  S&L's  assets  can  review  information  about  those  assets  to 
decide  whether  and  how  much  to  bid  for  them. 

Operation  of  the  HomeFed  war  room  required  that  Price 
Waterhouse  assist  in  arranging  for  space  and  other  facilities  to 
house  the  HomeFed  files,  in  order  to  create  a  physical  facility 
that  was  quite  similar  to  a  large  reference  library.   Price 
Waterhouse  had  to  establish  and  maintain  controls  for  access  to 
that  facility  and  its  materials,  so  that  potential  investors 
could  review  HomeFed' s  files  in  a  controlled  and  confidential 
environment.   Price  Waterhouse  had  to  staff  the  war  rooms  with 
knowledgeable  personnel  who  could  fulfill  the  investors'  needs 
for  prompt  access  to  accurate  information.   And  Price  Waterhouse 
had  to  provide  support  services,  conference  rooms  and 
telecommunications  equipment,  to  allow  potential  investors  to  do 
their  work  with  maximum  efficiency. 

Due  Diligence  Quality  Control 

At  the  RTC's  request.  Price  Waterhouse  performed  quality 
control  reviews  of  the  work  of  the  RTC's  due  diligence 
contractors.   This  work  involved  reviewing  loan  files,  on  an 
established  but  non-statistical  sampling  basis,  for  single  family 
mortgages,  multi-family  and  commercial  loans,  land  and  other  real 
estate  loans,  corporate  and  industrial  loans,  private  banking 
transactions,  and  consumer  loans.   The  purpose  of  this  review  was 
to  test  the  completeness  and  accuracy  of  the  investor  review 
files  and  the  data  fact  sheets  which  the  RTC's  separately  engaged 
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due  diligence  contractors  had  prepared  from  their  review  of  the 
HomeFed  loan  files. 

Pro-ject  Management  and  Administration 

Project  Management  and  administration  support  of  RTC 
involved  interfacing  with  24  firms  and  agencies  (Arthur  Andersen, 
Coopers  &  Lybrand,  Kenneth  Leventhal,  Univest  (asset   due 
diligence   reviewers) ;    Grant  Thornton  (facilities   and  AVR)  ; 
Brobeck,  Phleger  &  Harrison,  Hogan  &  Hartson,  Castillo  &  Guevera 
(legal   advisors);    Goldman  Sachs,  Morgan  Stanley,  Solomon  Bros. 
(financial   advisors) ;  Maxim  Engineers,  BEM  Systems,  Thomas-Hart ig 
&  Associates,  Jaykim  Engineers,  GRC  Consultants  (environmental 
due   diligence   reviewers);    GE  Capital,  Solus  (loan   servicers); 
RTC,  OTS,  Department  of  Justice,  FBI,  Secret  Service 
(regulators) ;    and  HomeFed)  on  a  wide  array  of  issues  and  details 
relating  to  the  due  diligence  process.   In  its  role  as  management 
and  continuity  contractor.  Price  Waterhouse  was  responsible  for 
planning,  scheduling,  and  issue  identification  and  resolution. 
Price  Waterhouse: 

•  Conducted  and  chaired  daily  contractor  status 
meetings  involving  representatives  from  all 
firms  discussing  issues  affecting  due 
diligence  review  and  production; 

•  Developed  a  project-wide  management 
information  system  to  facilitate  project 
completion; 

•  Participated  in  the  weekly  HomeFed  Asset 
Management  meetings  to  coordinate  the 
resolution  of  bank  issues  with  the  due 
diligence  effort;  and 

•  Reported  on  daily  due  diligence  productivity 
and  issue  resolution  for  RTC,  Goldman  Sachs, 
and  HomeFed  senior  management. 
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COMMENTS  OF  PRICE  WATERHOUSE  ON  THE  JUNE  25,  1993 
REPORT  OF  THE  INSPECTOR  GENERAL,  RESOLUTION  TRUST  CORPORATION 

The  Office  of  the  Inspector  General,  Resolution  Trust 
Corporation  ("IG")  "estimates"  that  the  document  management 
portion  of  the  management  and  continuity  contract  between 
the  Resolution  Trust  Corporation  ("RTC")  and  Price 
Waterhouse  could  have  been  done  in  the  range  of  10-19  cents 
per  page  based  on  estimates  obtained  from  commercial 
photocopy  firms  (Rpt.  at  1,  19).   The  document  management 
services  provided  by  Price  Waterhouse  are  simply  not 
comparable  to  either  a  self-service  copy  center  or  the 
services  provided  by  a  commercial  photocopy  operation. 

The  special  needs  of  the  RTC,  HomeFed  (as  an  ongoing 
institution) ,  and  the  DOJ  combined  to  impose  requirements 
for  (1)  logging  and  inventory,  (2)  preparation  and 
reassembly,  and  (3)  quality  review  that  went  far  beyond 
those  required  in  the  typical  document  management  services 
contract.   Thus,  the  cost  of  Price  Waterhouse 's  document 
management  services  included  a  relatively  small  amount  for 
photocopying  work  and  a  much  larger  amount  for  the  special 
document  management  services  required  by  the  engagement. 
The  RTC  has  documented  for  the  benefit  of  the  House  and 
Senate  Committees  the  lack  of  comparability  between  the  work 
performed  by  Price  Waterhouse  and  that  done  under  a  typical 
photocopy  or  document  management  contract.   If  the  IG 
disagrees  with  this  analysis,  it  has  the  responsibility  to 
say  in  what  respect  and  to  provide  analytic  support  for  its 
views. 

The  IG  alleges  that,  according  to  some  RTC  and  HomeFed 
employees,  the  quality  of  the  document  management  services 
provided  by  Price  Waterhouse  was  substandard  (Rpt.  at  2). 
On  the  contrary,  former  RTC  President  Casey  testified  before 
the  Senate  that  the  work  of  Price  Waterhouse  was  "responsive 
to  the  contract's  requirements."   Mr.  Casey  further 
testified  that  because  of  the  work  of  Price  Waterhouse  and 
the  other  contractors,  the  RTC  had  the  necessary  due 
diligence  and  related  work  which  enabled  the  RTC  to  sell 
assets  quickly,  thereby  saving  "hundreds  of  millions  of 
dollars."   Similarly,  the  Department  of  Justice  complimented 
Price  Waterhouse  for  its  "unflagging  cooperation"  and  its 
"attention  to  detail"  in  developing  docviment  control 
procedures  to  govern  the  due  diligence  process  at  HomeFed. 
The  IG's  report  of  the  opinions  of  "some"  employees  cannot 
pass  for  an  evaluation  of  the  quality  of  the  work  performed. 
In  fact,  this  is  the  first  Price  Waterhouse  has  learned  that 
there  is  any  contrary  opinion  to  the  heretofore  universal 
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acknowledgmer.   oy  RTC  officials  that  Price  Waterhouse's  work 
was  entirely   tisfactory. 

It  is  no  criticism  of  the  quality  of  Price  Waterhouse's  work 
for  the  IG  to  cite  anecdotal  evidence  from  unnamed  sources 
that  temporary  clerical  workers  occasionally  had  idle  time. 
On  occasion,  there  was  a  certain  amount  of  underutilized 
capacity  in  the  copy  operation  at  HomeFed,  but  that  was  not 
a  function  of  poor  management  by  Price  Waterhouse.   The 
underutilized  capacity  was  a  function  of  the  structure  of 
this  -'ob  and  the  RTC's  need  to  maintain  high  capacity  for 
the  h  ndling  of  peak  requirements  within  short  timeframes. 
These  ; actors  may  demonstrate  a  lack  of  full  capacity 
utilisation,  but  they  do  not  demonstrate  any  qualitv 
deficiency  in  the  work.   Nor  does  the  IG's  observation  that 
temporary  clerical  workers  were  observed  playing  cards 
"during  office  hours"  indicate  a  quality  problem  with  the 
work  product.   It  was  no  more  "unprofessional"  for  clerical 
temporaries  to  play  cards  while  waiting  for  the  next  batch 
of  files  than  it  is  for  firemen  to  play  cards  between  fires. 

The  IG  never  provided  Price  Waterhouse  with  the  opportunity 
to  respond  to  the  criticisms  of  Price  Waterhouse  contained 
in  its  report.   This  is  particularly  unfair  to  Price 
Waterhouse  in  light  of  the  IG's  procedures  and  customary 
practice  of  conducting  exit  conferences,  as  well  as  the 
commitment  of  the  IG  to  Price  Waterhouse  that  it  would 
permit  Price  Waterhouse  to  review  any  criticisms. 

The  IG's  cost  analysis  of  the  work  performed  by  Price 
Waterhouse  does  not  reflect  the  adjustments  in  fees  to  the 
RTC  provided  by  Price  Waterhouse  (Rpt.  at  6  n.3).   These 
adjustments  were  known  to  the  IG  at  least  two  months  before 
its  report  was  issued.   Nonetheless,  as  the  IG  acknowledges, 
it  elected  not  to  revise  either  its  analysis  or  its  numbers 
in  light  of  these  facts. 

The  IG's  report  describes  the  task  order  awarded  Price 
Waterhouse  as  essentially  a  photocopying  and  microfilming 
contract  (Rpt.  at  17) .   That  conclusion  reflects  a 
fundamental  misunderstanding  about  the  nature  and  scope  of 
the  services  that  Price  Waterhouse  performed  for  the  RTC. 
Price  Waterhouse's  task  was  not  a  mere  photocopying 
assignment.   As  the  RTC's  "Management  and  Continuity 
Contractor,"  Price  Waterhouse  was  engaged,  as  the  title 
suggests,  to  ensure  the  continuity  of  the  project  by 
developing  systems  and  procedures  to  track  bank  assets  and 
files  through  the  due  diligence  process,  establishing  and 
maintaining  so-called  "war  rooms"  containing  duplicates  of 
critical  loan  file  data  for  investor  review,  providing 
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administrative  support  to  the  RTC  as  required,  and 
facilitating  the  activities  of  24  contractors  and  federal 
agencies  who  performed  or  participated  in  the  RTC's 
prescribed  bank  asset  review  procedures.   It  was  a  task 
requiring  sophistication  in  system  design,  management, 
accounting  and  financing  matters.   Moreover,  the  document 
management  services  provided  the  RTC  were  significantly  more 
elaborate  than  those  that  would  be  required  under  a  typical 
document  management  engagement  for  civil  or  criminal  litiga- 
tion, let  alone  those  that  would  be  employed  under  the 
typical  photocopy  contract. 

The  IG's  report  implies  fault  with  Price  Waterhouse  for  not 
passing  its  temporary  labor  charges  through  at  cost  to  the 
RTC  (Rpt.  at  21) .   Price  Waterhouse 's  agreement  with  the  RTC 
was  a  "time  and  materials"  contract  under  which  hourly  labor 
rates  were  competitively  procured,  and  represented  the 
market  rate  for  services  to  be  provided  under  the  contract 
with  RTC.   The  RTC  has  acknowledged  that  is  does  not 
question,  on  legal  or  policy  grounds,  Price  Waterhouse 's 
entitlement  to  the  fees  invoiced,  nor  is  there  any  legal 
basis  for  such  a  challenge.   There  is  no  statutory, 
regulatory  or  contractual  support  for  the  IG's  position. 
Nor,  save  for  bald  assertion,  does  the  IG  attempt  to  provide 
one. 

The  IG's  report  incorrectly  states  that  the  RTC  did  not 
require  Price  Waterhouse  to  provide  productivity 
measurements  and  budgets  (Rpt.  at  24) .   In  fact,  the  RTC  did 
require  budgets  and  produdtivity  data  to  be  provided.   Price 
Waterhouse  also  performed  floorchecks  of  its  staff.   Price 
Waterhouse,  as  well  as  the  RTC,  expended  significant  efforts 
to  make  the  required  tasks  as  efficient  and  productive  as 
possible,  given  the  structure  of  the  project  and  its 
unpredictable  work  flow. 

The  IG's  report  notes  problems  with  the  billing 
classifications  of  certain  Price  Waterhouse  employees  and 
temporary  help  (Rpt.  at  25) .   These  are  matters  that  Price 
Waterhouse  brought  to  the  attention  of  the  RTC,  not  vice 
versa.   In  each  and  every  instance  Price  Waterhouse  resolved 
all  issues  and  problems  encountered  in  favor  of  the 
Government . 

The  IG's  report  concludes  that  overtime  hours  incurred  by 
Price  Waterhouse  staff  and  temporary  employees  "appears" 
excessive,  but  cites  no  facts  or  analysis  in  support  of  that 
conclusion  (Rpt.  at  25) . 
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The  report  implies  that  the  large  amount  of  underutilized 
capacity  in  the  document  management  operation  was  a  function 
of  the  RTC's  failure  to  monitor  Price  Waterhouse  (Rpt. 
at  25)  .   Monitoring  Price  Waterhouse  would  not  .lave  affected 
underutilized  capacity,  because  the  flow  of  work  was  not 
under  Price  Waterhouse 's  control.   As  noted  above,  the  fact 
is  that  because  the  work  flow  was  unpredictable,  a  certain 
minimum  number  of  employees  were  required  to  be  on  stand-by 
if  the  RTC's  accelerated  resolution  schedule  was  to  be  met. 

The  IG's  report  incorrectly  attributes  to  Price  Waterhouse 
the  poor  handling  of  certain  loan  files  (Rpt.  at  26).   The 
IG's  contention  is  obviously  incorrect,  since  the  files  in 
question  were  the  responsibility  of  a  contractor  other  than 
Price  Waterhouse. 
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RESOLUTION   TRUST  CORPORATION 

Resolnng  Tbc  Crisa 
Restoring  The  Coofldcoce 


October  29,  1993 


Honorable  Joseph  I .  Lieberman 

Chairman 

Subcommittee  on  Regulation  and 

Government  Information 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

I  am  writing  in  further  response  to  former  CEO  Albert  V.  Casey's 
March  9,  1993  letter  to  you  regarding  the  Resolution  Trust 
Corporation's  contract  with  Price  Waterhouse,  which  was  the 
subject  of  your  February  19,  1993  hearing  and  my  June  15,  1993 
letter  to  you. 

At  this  time,  we  have  received  all  invoices  related  to  the  Price 
Waterhouse  engagement,  and  the  RTC's  Office  of  Contract 
Operations  has  finished  a  complete  audit  of  those  invoices.   This 
letter  will  summarize  the  results  of  our  efforts  thus  far  and 
give  you  the  current  status  of  this  matter. 

At  the  time  of  the  February  19,  1993  hearing.  Price  Waterhouse 
had  submitted  fee  bills  to  the  RTC  for  work  performed  through 
September  30,  1992  and  had  submitted  expense  bills  for  five  bi- 
monthly periods.   At  that  time,  the  RTC  estimated  that  fee  bills 
for  the  entire  engagement  would  be  $25  million,  which  together 
with  an  estimated  $2  million  in  expenses,  brought  the  total  up  to 
$27  million.   The  agreement  that  the  RTC  negotiated  with  Price 
Waterhouse  just  prior  to  your  hearing  called  for  the  RTC  to 
receive  a  20  percent  reduction  on  all  fees  billed  in  excess  of 
$5  million.   This  led  to  ein  estimate  of  a  $4  million  dollar 
reduction  resulting  from  the  negotiation. 

In  March,  when  the  RTC's  Office  of  Contract  Operations  began 
discussions  with  Price  Waterhouse  regarding  the  depth  and  breadth 
of  the  invoice  review  that  was  about  to  commence.  Price 
Waterhouse  requested  time  to  review  all  invoices  that  had  been 
submitted  to  the  RTC  up  to  that  time.   At  the  end  of  April,  Price 
Waterhouse  submitted  a  package  of  revised  invoices.   In  that 
package,  every  previously  submitted  invoice  was  revised  downward 
to  a  very  substantial  degree. 

80}  171h street.  N.W.  Washington.  D.C.  20*34 
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revised  invoices.   Based  on  a  review  °fthese  invoices  we  nave 
determined  that  the  total  savings  to  the  ^^C  from  the  Price 
Waterhouse- initiated  invoice  revisions  are  approximately 
$3.5  million. 

Anart  from  the  Price  Waterhouse- initiated  invoice  Revisions,  the 
rtS's  oSS  invoice  review  has  taken  exception  to  $3.4  million  in 
?rice  S^erhouse  billings.   The  RTC  is  currently  waiting  for 
Price  Waterhouse  to  respond  to  six  letters  that  have  been  sent  to 
thi^om^ary  since  Augus?,  identifying  in  ^^^jj^^^^^/^fi^^^""^  "" 
have  taken  to  its  billings.   We  have  been  ^^^^f^f^^^  f ^^Jt  f^w 

^^^-^l^^iii   rxpectTh^r^rH??  :flf  pr^e fai^^  l^.r, 
exception  that  we  have  taken,  we  do  expect  to  prevail  on  a 
significant  portion  of  the  $3.4  million. 

T^  =„n,m;,T^   fhe  RTC  feels  that,  at  the  moment,  the  following 
•nvoicr^duct?ons  hi'been  accomplished  since  the  ramifications 
of  this  engagement  became  known  to  us: 

Price  Waterhouse-Initiated  Revisions    $  3.5  miljio" 
20  percent  Discount  on  Billings  3.4  mijjion 

Audit  Exceptions  $io:3  million 

Total  billings  from. Price  Waterhouse  are  $23.0  million^   From 
this  we  will  deduct  as  much  of  the  $3.4  million  m  audit 
exceptions  as  can  be  sustained.   We  expect  that  discussions  to 
rpsolvi  the  audit  issues  will  continue  over  the  next  two  or  three 
mon^hl   we  intend  to  vigorously  pursue  the  final  stage  of  this 
effort  to  ensure  that  we  receive  maximum  recovery  for  the 
taxpayer . 

we  hope  this  additional  information  is  helpful  to  you.   If  you 
have  any  questions,  please  let  me  know. 

Sincerely, 


1   ^ 
Pet^r  E.  Knight 
Acting  Director 

Office  of  Governmental  Relations 
(202)  416-7314 
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Washington.  DC  20006  Telecopier  202  296  7164 


Price  Waterhouse  ^jf 


November  22,  1993 

The  Honorable  Joseph  L  Liebennan 
United  States  Senate 
Washington,  D.C.    20510 


Dear  Senator  Liebennan: 


I  have  enclosed  a  copy  of  a  letter,  dated  today,  transmitting  the  response  of  Price 
Waterhouse  to  inquiries  which  have  been  recently  made  by  the  RTC  Office  of 
Contracts  and  the  Office  of  the  Inspector  General  (IG)  relating  to  our  billings  for  work 
performed  at  HomeFed.    I  believe  you  ¥^11  find  our  respcmse  consistent  with  the 
positions  we  took  at  the  public  hearings  conducted  in  San  Di^o  several  months  ago,  a 
copy  of  which  1  also  sent  to  you. 

Our  responses  are,  1  am  sure  you  will  recognize,  at  substantial  variance  with  the  issues 
and  positions  raised  by  the  IG  and  the  Office  of  Contracts.    For  that  reason,  we  request 
that  if  in  the  future  your  office  responds  to  media  inquiries  regarding  our  contracts 
with  the  RTC  for  HomeFed,  you  make  these  respcmses  available  to  them  or  direct  such 
inquiries  to  us  for  that  purpose.    We  are  also,  as  pteviously  noted,  most  willing  to 
discuss  these  matters  with  you  further,  should  you  so  desire. 

Sincerely, 

Gilbert  Simonetti,  Jr. 

flnclosure 

cc/w/encl: 
John  Nakahata 
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November  22,  1993 

Mr.  John  Tiemey 

Director,  OfTice  of  Contract  Operations 

Resolution  Trust  Corporation 

900  17th  Street,  N.W. 

Washington,  D.C.    20006 


oFnrF.  OF  coNTPArr  opf.ratiqns 

HOMFFFn  AUDIT  RFPORT  RF.SPONSE 

Dear  Mr.  Tiemey: 

I  am  writing  to  respond  to.  and  express  my  strong  disagreement  with,  the  vast  majority 
of  the  matters  included  in  the  eight  letters  you  have  sent  me  concerning  your  ofTice  s 
review  of  various  invoices  that  Price  Waterhouse  ("PW")  submitted  to  the  Resolution 
Trust  Corporation  (the  "RTC")  for  professional  services  rendered  and  expenses 
incurred  aT  HomeFed  Bank  in  San  Diego  under  RTC  Task  Order  WRO-075  (Task 
Order  75).     Task  Onler  75  was  issued  by  the  RTC  under  Asset  Valuation  Review 
Agreement  No.  700-91-0072-019  dated  as  of  April  15,  1992.    That  Agreement  and 
Task  Order  75,  as  amended  on  February  17,  1993,  are  collectively  referred  to  in  this 
letter  as  "the  Contract". 

Three  of  vour  eight  letters  concern  fee  billings  for  services  that  PW  rendered  through 
Mareh  31.  1993;  these  letters  question  a  total  of  52,418,121  of  PWs  fees.    T];"*^  other 
letters  concern  billings  for  expenses  that  PW  incurred  through  March  31,  1993;  these 
letters  question  a  total  of  51,035,419  of  PW's  expenses.    .Vn  additional  letter  requested 
further  documentation  for  certain  billings  and  raised  certain  other  issues  which  were 
not  quantified.    Lasilv,  we  have  also  included  herein  our  response  to  a  letter  which 
raised  questions  regarding  billings  of  fees  and  expenses  subsequent  to  Mareh  31, 
1993. 

The  atuchments  lo  this  letter  respond  to  the  principal  issues  set  forth  in  your  letters. 
But  before  summarizing  our  specific  comments,  let  me  r^ise  two  oven-iding  concerns 
that  cut  across  all  of  your  letters. 

First,  your  letters  do  not  discuss  the  Amendment  to  Task  Order  75,  which  we 
negotiated  with  RTC  representatives  (including  yourselQ  and  executed  on  Febniary  17, 
1993     As  vou  will  recall,  that  Amendment  released  PW  from  all  claims  arising  out  of 


179 

November  22,  1993 


Mr.  John  Tiemey  wfjft 


Page  2 


or  relating  to  billing  issues  under  the  contract,  with  certain  exceptions  discussed 
herein. 

You  may  recall  that  the  origin  of  that  release  was  as  follows:    Early  this  year,  the  RTC 
asked  PW  to  make  a  significant  rate  reduction  for  the  HomeFed  engagement  because 
of  the  unexpected  high  volume  of  services  provided.    Understandably,  PW  was  not 
willing  voluntarily  to  reduce  billings  to  the  RTC  at  a  time  when  the  results  of  billing 
reviews  being  conducted  by  both  your  ofllce  and  the  RTC  Office  of  Inspector  General 
were  not  known,    .\fter  extensive  negotiations,  PW  agreed  to  reduce  its  hourly  rates 
under  Task  Order  75,  voluntarily  and  retroactively,  which  had  the  effect  of  reducing 
billings  to  the  RTC  approximately  83.5  miUion  (at  the  time  the  amendment  was 
negotiated,  the  RTC  estimated  the  reduced  billings  at  approximately  84  million,  based 
upon  the  then  projected  billings).    In  consideration  for  that  action,  the  RTC  released 
PW  from  any  further  billing  claims  under  the  Contract  with  certain  exceptions.    One 
exception  related  to  adjustments  that  may  result  from  PWs  having  provided 
inadequate  supporting  documenu  for  its  charges,  or  failing  to  comply  with  other 
contractual  requirements.    The  other  exception  permits  the  RTC  to  unilaterally  "raise 
any  (otherl  billing  issues  under  the  Contract."  but  if  the  RTC  does  so  that  will  render 
PWs  S3.5  million  rate  reduction  to  the  RTC  "null  and  void". 

It  appears  that  your  letters  have  indeed  raised  entitlement  (rather  than  documentation 
and  compliance  issues)  billing  issues  under  the  Contract  and  thereby  you  appear  to 
have  elected  to  void  the  S3.5  million  billing  reduction  that  PW  voluntarily  tendered  to 
the  RTC  in  Task  Order  75.    The  Amendment  certainly  gave  the  RTC  the  right  to  raise 
such  billing  issues,  but  by  doing  so  the  RTC  forfeited  the  billing  reduction  that  PW 
previously  made.    If  it  was  the  RTCs  intention  to  retain  the  billing  reduction,  it  would 
have  been  necessary  to  recognize  that  that  billing  reduction  subsumed  any  other 
entitlement  issues  that  the  RTC  might  later  identify,  including  many  of  those  identified 
in  your  letters,  which  incidently  have  less  than  a  S3.5  million  impact.    We  would 
appreciate  receiving  an  explanation  of  your  actions  relating  to  this  matter  since  it  may 
significantly  influence  our  further  actions. 

Second,  your  letters  contain  no  references  to  statutory,  regulatory  or  contractual 
principles  that  support  many  of  your  conclusions.    To  the  extent  that  your  preliminary 
conclusions  are  based  upon  any  such  contract  clauses,  RTC  regulations  or  other  legal 
principles,  we  would  appreciate  knowing  that,  so  that  we  may  take  that  into  account  in 
assessing  our  own  position.    To  the  extent  that  your  preliminary  conclusions  are  not 
based  upon  any  such  objective  principles,  we  must  respectfully  object  to  any  attempt 
to  impose,  post  hoc  standards  of  what  the  Contract  entitles  PW  to  be  paid  for  services 
it  has  already  rendered  and  expenses  it  has  already  incurred. 
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NUMMARY  OF  rOMMFNTS  riN  FFF.  ISSUES 

Your  letters  concem.ng  fees  deal  with  many  issues  other  than  those  resulting  from 

concluding  that: 

(1)  There  is  no  basis  for  the  RTC  to  decline  to  pay  PW  for  professional  hou« 
^^  worked  in  excess  of  12  hour,  per  day.    Neither  the  Contract  nor  any  RTC 

regulation  that  PW  knows  about  arbitranly  limits  profess.onal  working  hours 
"^  rday.    PWs  professional  pet^onnel  actuaUy  worked  those  hours 
Laus?  .hey  we:,  necessary  for  PW  to  meet  the  RTCs  deadl.nes  and  fulfiU 
the  Contract. 

(2)  Ther.  -s  no  basis  for  the  RTC  to  assert,  under  a  time^and-matenals  Contract 
^  ^  that  sets  billing  rates  by  occupational  category,  that  PW  cannot  adj-t  an 

employee's  rate  when  it  promotes  an  employee  from  one  category  to  another 
Other  'nuctuations"  in  our  billing  rates  that  your  office  noted  actua  ly  reflect 
mstances  in  which  we  billed  the  RTC  lower-than-normal  rates  for  client 
relations  reasons.    If  the  RTC  would  prefer,  we  can  eliminate  those 
fluctuations,  but  that  would  involve  an  upwards  adjustment  to  our  bills. 

(3)  There  .s  no  basis  for  the  RTC  to  decline  to  pay  PW  for  its  Emi^ 

^  ^  management  and  administration  costs  -  which  are  separately  billable  to  th.s 

or  anv  other  PW  pmject  -  because  of  a  pnnciple  that  requires  finn-O^ 
general  and  administrative  (i.e.,  overhead)  costs  to  be  included  m  hourly 
rates  under  the  Contract. 

Tliere  >s  no  basis  for  the  RTC  to  decline  lo  pay  for  services  an  employee 
rendered  on  a  day  that  he  or  she  also  traveled.    Further,  there  is  no  l«s.s  on 
which  the  RTC  has  questioned  the  integrity  of  PW  s  time  records.    It  ts 
simply  unreasonable  for  the  RTC  to  assume  that  an  individual  cannot  travel 
and  work  on  the  same  day. 

There  ,s  no  basis  for  the  RTC  to  decline  to  pay  for  clerical  hours  work«l  in 
excess  of  eight  houi,  per  day.    Neither  the  Contract  nor  any  ^TC  -^^7" 
that  PW  knows  about  arbitrarily  limits  clerical  working  hours  to  eight  per 
day.    PWs  clerical  personnel  actually  worked  those  hours  because  they  were 
necessarv  for  PW  ,o  meet  the  RTCs  deadlines  and  fulfill  'he  Contract. 
Moreover,  anv  economic  burden  of  overtime  pay  fell  upon  PW,  not  the  KlU. 


(4) 
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(6)  There  is  no  basis  for  the  RTC  to  deduct  money  for  clerical  staff  meal  breaks 

that  it  assumes,  contrary  to  contemporaneous  time  records,  were  taken.    There 
is  no  basis  on  which  the  RTC  could  question  the  integrity  of  PWs  time 
records;  accordingly,  the  RTC's  position  unjustifiably  withholds  payment  on 
the  basis  of  unreasonable  assumptions  as  to  whether  the  clerical  staff  took 
meal  breaks  or  not. 

SUMMARY  OF  COMMENTS  ON  EXPENSE  ISSUES 

Attachment  A  to  this  letter  also  sets  forth  PWs  positions  that: 

(1)  There  is  no  basis  for  the  RTC  to  decline  to  reimburse  PWs  automobile  rental 
expenses.    The  RTC's  travel  regulations  allow  those  costs,  and  the  RTC 
contemfKJraneously  approved  PWs  use  of  rental  cars  upon  conditions  that  PW 
satisfied. 

(2)  There  is  no  basis  for  the  RTC  to  decline  to  reimburse  off-site  supply  costs, 
where  there  was  no  RTC  facilities  contractor  to  furnish  supplies.    Such 
charges  are  allowed  by  the  Contract  and  were  approved  by  the  RTC  in 
advance. 

(3)  PWs  contemporaneous  records  adequately  supF>ort  other  questioned  expense 
charges. 

SUMMARY  OF  OTHER  LSSUFS 

Attachment  A  to  this  letter  also  seu  forth  PWs  positions  that: 

(1)  PW  challenges  as  erroneous  the  RTC's  interpretation  of  its  travel  regulations 
as  they  relate  to  particular  reimbursements.    Further,  PW  did  not  collect 
more  per  diem  reimbursements  from  the  RTC  than  it  p>aid  to  its  staff. 
Because  of  differences  between  PWs  staff  expense  reimbursement  policies 
and  those  of  the  RTC,  based  on  tests  which  we  believe  to  be  representation  of 
the  total  reimbursements,  PW  paid  more  out-of-pocket  costs  to  its  staff  than  it 
billed  to  the  RTC. 

(2)  The  basis  for  billing  for  services  subsequent  to  March  31,  1993  is  entirely 
appropriate  in  the  circumstances. 

(3)  PW  does  not  understand  the  RTC's  intentions  in  noting  that  a  few  immaterial 
mistakes  or  corrections  were  made  on  a  handful  of  time  sheets.    In  an 
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engagement  of  this  magnitude,  such  a  small  number  of  clerical  errors  in 
timeiteeping  records  is  rather  remarkable. 


As  a  responsible  professional  service  firm  and  government  contractor,  pnor  to 
submitting  final  invoices  to  the  RTC,  PW  took  the  initiative  to  resolve  all  matter  that 
are  of  legitimate  audit  interest  to  your  office.    As  you  know.  PW  voluntan  y  reb.Ued 
the  HomeFed  engagement  to  give  effect  to  those  matters,  resolvmg  each  of  them  in  the 
RTC's  favor. 

PW  would  be  pleased  to  meet  with  vou  and  your  colleagues  to  discuss  further  the 
issues  raised  by  your  letters  and  to  encourage  full  and  prompt  payment  of  all  of  PWs 
overdue  invoices,  with  interest. 

Sincerely, 


ward  J.  Haller 

Attachments 

cc/w/attachmenls:  Ronald  llauben 

David  Johnson 
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ATTACHMENT  A 
PRICE  WATERHOUSE  DETAILED  COMMENTS  ON 
RTC  AUDIT  REPORTS  RE  HOMEFED 


PREFACE 

Price  Waterhouse/RTC  Contaels 

During  the  course  of  our  performance  of  work  at  HomeFed,  we  took  instructions  and  directions 

principally  from  the  following  RTC  individuals: 

Emily  Ann  Hewitt 
Karen  Szymanski 
William  Rolle 
Robert  Montagne 
Frank  Capotosto 
David  Moore 
Elliott  Revere 
Jack  Tavemier 

Willi  respect  to  contractual  matters,  we  had  discussions  with  Mr.  David  McDermott  prior  to  the 
February  17,  1993  amendment.    Dunng  the  amendment  negotiations,  and  subsequently,  we  had 

discussions  with: 

Albert  Casey 
William  Rolle 
Lamar  Kelly 
Tom  Horton 
Steve  Hanas 
David  McDermott 
Dexter  Sydney 
John  Tiemey 

These  individuals  are  referred  to  herein  as  the  RTC  or  RTC  representatives. 
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Response  to  Inapector  General  I^eUcr  Re  HomeFed 

In  addition  to  the  comments  included  herein,  we  incorporate  by  reference,  and  request  that  you 
refer  to,  the  letter  included  in  Attachment  B  for  further  comments  related  to  certain  matters 
included  in  your  letters. 


FEES 

nillings  of  More  Than  Twelve  Hours  Per  day  -  S233.210 

RTC  Action 

Without  contractural  or  regulatory  authority,  the  RTC  disallowed  costs  related  to  professional 
staff  hours  that  exceed  a  12  hour  work  day  on  the  basis  that  an  individual  cannot  be  effective 
after  working  12  hours. 

PW  Position 

The  RTC  has  offered  no  rational,  contractual  or  regulatory  basis  for  their  actions.    These  cosU 
were  incurred  in  the  performance  of  the  contract.    Our  efforts  were  in  direct  response  to  Contract 
clause  14.13,  Time  of  the  Essence,  which  states  that  a  contractor's  failure  to  meet  applicable 
deadlines  shall  constitute  a  material  breach  of  this  contract.    Further,  the  Contract  does  not 
specify  that  employees  are  unable  to,  or  should  not,  work  in  excess  of  twelve  hours  per  day. 
This  project  required  a  substantial  initial  effort  during  start-up.  Contributing  to  this  effort  was 
ihe  irregular  flow  of  work  from  the  RTC  and  the  changes  in  RTC  requirements.    Our  analysis  of 
vour  audit  letters  indicates  that  71.5%  of  the  total  hours  questioned  occurred  in  the  periods  from 
project  inception  until  July  31,  1992,  the  start-up  period  of  the  Contract.    All  hours  worked  have 
been  documented  by  our  time  sheets,  and  which  were  necessary  in  order  to  adhere  to  the  tight 
schedule  that  the  RTC  imposed  on  us.     Under  a  time-and-materials  contract,  these  hours  should 
be  paid  at  the  applicable  hourly  rates. 
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Changes  In  Billing  Rates  ■  $320.709 

RTC  Action 

The  RTC  questioned  all  billing  rate  changes  during  the  piDJect  on  the  erroneous  assumption  that 
any  change  in  billing  rates  must  be  justified  by  an  appropriate  change  in  the  person's 
responsibilities. 

PW  Posiiion 

We  disagree  with  the  disallowance  primarily  because  the  RTC's  rationale  is  contrary  to  the 
advice  and  contract  interpretation  given  to  us  by  the  Contracting  Odicer.    The  Contracting 
Onicer  advised  PW  to  bill  strictly  in  accordance  with  PW's  internal  labor  categories,  unless  the 
RTC  gave  approval,  on  a  case-by-case  basis,  for  other  rates.    Based  on  this  advice,  we  adjusted 
all  labor  rates  in  our  revised  billings  on  April  30,  1993,  to  reflect  the  category  rates. 

If  a  person  was  promoted  during  the  contract  period,  that  person  was  billed  at  his  or  her  new 
categorv  rate.    Such  a  billing  practice  is  consistent  with  the  provisions  of  the  contract  and  with 
ihe  manner  in  which  government  contractors  bill  labor  costs  under  T&M  contracts.    Accortiingly, 
we  believe  that  the  billings  in  question  were  in  complete  compliance  with  the  terms  of  the 
contract. 


Administrative  Hours  -  niilings  for  Administralive  Hours  -  $580.033 

RTC  Action 

The  RTC  improperly  characterized  direct  project  management  expenses  as  general  and 
administrative  overhead  expenses.    Therefore,  RTC  disallowed  all  time  charged  to  project 
management  and  administration.    Tlie  RTC's  posiiion  is  based  on  an  erroneous  interpretation  of 
Article  IV  of  ihe  Contract  which  states  that  RTC  will  not  reimburse  PW  for  costs  associated  with 
"general  and  administrative  overhead." 

PW  Posiiion 

The  RTC's  premise  for  disallowing  project  management  and  administration  costs  is  in  error. 
Direct  costs  related  to  project  management  are  directly  related  to  the  performance  of  this 
contract,  were  appropriately  charged,  and  were  not  included  in  our  hourly  billing  rates.  In  our 
proposal  dated  May  10,  1992,  project  administration  was  identified  as  a  separate  area  of  this 
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project.    Exhibit  lid  of  the  proposal  specifies  the  duties  required  of  the  Project  Administration 
function  and  identifies  it  as  a  direct  charge  to  the  contract.    The  project  management  fees  that 
we  billed  were  incurred  in  the  direct  performance  of  the  contract.    Thus,  these  costs  are  normal 
costs  directly  associated  with  the  work  being  performed. 

Under  PW's  accounting  system,  general  and  administrative  costs  are  those  costs  related  to  the 
firm-wide  management  of  PW,  and  these  general  and  administrative  costs  are  included  in  our 
billing  rates.    However,  the  incremental  direct  costs  associated  with  management  of  a  specific 
project  are  not  included  in  our  billing  rates.    PW's  procedure  is  traditionally  used  by 
government  (and  commercial)  contractors.    Project  administration  entails  specific  duties  of  direct 
benefit  to  a  contract.    It  is  PW's  policy  to  bill  all  charges  incurred  for  a  spjecific  project  directly 
to  that  project.    It  is  important  to  note  that  PW's  accounting  treatment  for  project  administration 
costs  on  this  RTC  contract  is  consistent  with  its  accounting  practices  for  other  clients. 
Moreover,  such  practice  is  uniformly  followed  in  the  government  contracting  community. 


Hours  Billed  on  Travel  Day  -  $239,555 

RTC  Action 

Tiie  RTC  has  unreasonably  and  without  contractural  authority  questioned  all  staff  labor  costs  for 
days  on  which  the  staff  were  in  "iravel  status"  and  the  supporting  documentation  for  their  travel 
vouchers  docs  not  identify  their  arrival  and/or  departure  times. 

PW  Position 

We  disagree  with  the  RTC's  position  because  it  ignores  the  validity  of  the  staffs'  signed  time 
sheets.  Ixibor  hours  are  not  billed  from  expense  reports;  they  are  based  on  time  sheets  signed  by 
the  staff  and  approved  by  the  supervisor  as  to  the  hours  worked.  It  is  inappropriate  for  the  RTC 
to  deny  reimbursement  for  hours  incurred  on  the  project  solely  on  the  basis  that  the  staff  did  not 
meet  an  administrative  requirement  to  include  the  hour  of  arrival  or  dejaarture  on  his  or  her 
expense  report.  To  draw  a  corollary  between  the  expense  report  and  properly  recorded  hours  on 
the  time  sheet  is  inappropriate.  Such  a  position  implies  that  the  time  sheets  were  unreliable.  In 
the  absence  of  such  proof,  we  insist  that  such  hours  be  paid  at  the  applicable  hourly  rates. 


189 


# 


"Excessive  Overlune"  for  Subconlracled  Clerical  Labor  -  $231.034 

RTC  Action 

Clerical  labor  was  primarily  utilized  in  the  copy  centers  which  operated  on  eight  hour  shifts. 
The  RTC  erroneously  concluded  that  at  the  beginning  of  each  shift,  an  entirely  new  pool  of 
individuals  replaced  all  individuals  from  the  prior  shift;  and  accordingly  disallowed  all  clerical 
hours  in  excess  of  eight  per  day. 

PW  Position 

Our  position  is  similar  to  that  expressed  regarding  the  professionals  who  worked  in  excess  of 
twelve  hours  per  day.    Clerical  staff  worked  longer  than  ordinary  hours  in  direct  response  to  the 
initial  start-up  requirements  of  the  project,  the  irregular  work-flow  from  the  RTC,  and  the  Time- 
of-the- Essence  Contract  clause.  Tlie  majority  of  questioned  clerical  overtime  occurred  in  the 
same  proportion  as  the  professional  employees,  i.e.,  neariy  all  the  hours  were  incurred  in  the 
first  few  months  of  the  project.    All  of  these  hours  are  legitimate  and  should  be  paid. 

Virtually  all  of  the  clerical  "overtime"  falls  into  two  major  categories.    First,  the  work  of 
supervisory  clerical  employees  was  not  limited  to  eight-hour  shifts.    Supervisors  frequently 
worked  shifts  of  approximately  twelve  hours  per  day  to  ensure  continuity  and  quality  control. 
Thus,  there  is  no  basis  lo  question  the  longer-than-usual  workdays  that  PW  expected  of  these 
supervisory  clerical  employees.    Sedond.  non-supervisory  clerical  employees  often  worked  more 
than  eight  hours  per  day.    At  limes,  the  volume  of  the  work  required  additional  hours  to 
accomplish  the  tasks  required  by  the  contract.    Due  to  the  lime  demands  of  the  job  and  the 
irregular  flow  of  work  to  PW.  it  is  not  unreasonable  that  such  additional  hours  were  needed. 
Thus,  the  hours  worked  in  excess  of  a  given  shift  were  necessary  and  reasonable.    Accordingly, 
the  resultant  hours  are  appropriate  and  should  be  paid. 

Further,  PW  billing  rates  for  clerical  hours  in  excess  of  eight  per  day  did  not  increase.    PW  bore 
the  incremental  cost  (ovenime  at  time  and  a  half  or  double  time)  of  staff  who  worked  these 
longer  days.    Obviously,  PW  would  not  have  incurred  such  additional  costs  unless  we  were 
saiisifed  ihat  the  work  ihat  was  performed  was  necessary. 
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Billings  for  "Meal  Time"  -  $236.132 
RTC  Action 

Without  contractural  or  regulatory  authority  the  RTC  disallowed  a  half  hour  for  all  time  woriced 
in  excess  of  four  consecutive  hours  if  the  staff  time  sheet  did  not  include  a  sign-in/sign-out 
period  for  a  meal  break.    The  basis  for  the  RTC's  disallowance  centers  on  the  erroneous  premise 
that  it  is  unreasonable  for  clerical  employees  to  work  more  than  four  hours  without  taking  a  meal 
or  other  break. 

PW  Position 

We  disagree  with  RTC's  premise.    We  believe  that  it  was  common  for  an  employee  to  work  more 
than  four  hours  without  a  formal  meal  or  other  break.    Because  of  the  work  required  to  be 
accomplished,    the  importance  of  the  initial  start-up  activities,  and  the  irregular  work-flow  from 
the  RTC,  it  was  not  unusual  for  employees  to  work  more  than  four  consecutive  hours  without 
taking  breaks.    Many  people  simply  skipped  lunch  or  ate  lunch  while  they  were  working  rather 
than  delay  the  project.    Such  dilligence  should  be  rewarded  not  penalized.    Here,  too,  the  RTC 
erroneously  assumes  that  the  lime  sheets  do  not  accurately  reflect  the  lime  worked  even  though 
the  lime  sheets  were  contemporaneously  prepared  and  approved.    The  RTC  provides  no  objective 
or  contractual  basis  for  disallowing  lliese  costs. 


[Jillcd  Hours  Exceed  Time  Sheet  Hours  -  $576.648 

RTC  Action 

The  RTC  has  questioned  professional  hours  billed  (8218,488)  and  clerical  hours  billed 
(8358,160)  on  the  basis  that  billed  hours  were  not  supported  by  appropriately  completed  time 
sheets. 

PW  Position 

With  few  exceptions  time  sheets  supporting  the  billed  hours  are  provided  under  separate  cover. 
See  Attachment  D  for  details.    The  remaining  exceptions  continue  to  be  pursued.    Based  upon  an 
analysis  of  the  results  of  our  effort  and  RTC's  analysis,  it  would  appear  that  PW  is  entitled  to  an 
increase  in  our  billings  of  at  least  826,815. 
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EXPENSES 

"Unjustified"  Ground  Tranaporlation  -  S330.077 

RTC  Action 

The  RTC  has  questioned  all  costs  associated  with  car  rentals  on  the  mistaken  assumption  that 
Price  Waterhouse  did  not  obtain  advance  authoinzation  from  the  Contracting  OfTlcer  to  rent  care. 
Such  questioned  costs  cover  rental  costs,  parking  fees,  and  fuel. 

PW  Position 

Our  position  is  that  all  car  rental  and  related  costs  are  allowable  because  they  were  properly 
approved  and  documented.    Car  rentals  were  necessary  for  this  project  and  although  advance 
authorization  was  not  required  by  the  terms  of  the  contract,  it  was  nonetheless  obtained.  The 
FDIC/RTC  Travel  Regulations  (Parts  3.0  and  3.1.2)  permit  the  use  of  rental  car^  for  traveiere 
assigned  to  duty  stations  more  than  thirty  miles  from  their  residences. 

Importantly,  m  RTC's  meetings  with  its  contractors  during  June  1992,  car  rentals  were  among 
the  administrative  issues  the  RTC  addressed.    It  was  at  these  meetings  that  the  PW  car  rental 
policy  was  reviewed  and  approved  by  the  RTC  contemporaneous  with  its  implementation.    The 
policy  which  was  utilized  during  this  contract,  required  a  ratio  of  three  travelers  for  each  rental 
car.    The  actual  ratio  achieved  on  the  HomeFed  project  was  4.2  to  1,  which  exceeded  the 
approved  standard  of  3  to  1. 

Thus,  the  rental  of  cars  on  this  project  was  approved  in  advance  (even  though  not  required), 
prudently  managed  and  as  a  result  the  costs  are  deemed  reasonable  and  allowable. 

Purchase  of  Supplies  -  S10.870 

RTC  Action 

The  RTC  erroneously  questioned  the  costs  billed  on  the  basis  that  supplies  were  not  a 
reimbursable  contract  expense. 
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PW  Position 


The  operating  supplies  purchased  were  specifically  required  to  perform  the  HomeFed  project. 
The  supplies  in  question  were  required  to  establish  remote  operations  in  Sacramento,  Dallas  or 
Orlando.    The  supplies  required  for  these  locations  could  not  reasonably  be  acquired  through  the 
San  Diego  administered  imprest  fund  on  a  timely  basis. 

The  practices  followed  to  acquire  and  charge  operating  supplies  were  consistent  with  our 
proposal  and  were  subsequently  ratified  by  the  RTC.    Our  proposal  (dated  May  10,  1992)  stated, 
"Out  of  pocket  expenses  will  be  significant  on  this  project  due  to  the  multitude  of  required 
copying,  supplies,  maintenance,  and  other  operating  costs."    Consistent  with  this  requirement. 
Price  Waterhouse  was  to  be  given  an  expense  advance  for  these  expenses  and  that  actual 
expenses  paid  would  be  reimbursed  semi-monthly,  along  with  our  labor  charges.    Although  the 
RTC  never  provided  the  advances,  the  expenses  are  nonetheless  properly  reimbursable. 

During  a  meeting  on  June  8,  1992,  a  representative  of  the  RTC  approved  the  direct  charging  of 
supplies  required  to  start-up  a  new  area. 


Parking  Costs  for  l^cal  Travel  -  $40.230 

RTC  Action 

The  RTC  unreasonably  disallowed  these  costs  on  the  basis  that  they  were  not  allowable  under 
the  contract. 

PW  Position 

We  recognize  that  parking  costs  for  local  employees  are  not  a  routine  expense.    However,  these 
parking  costs  were  incurred  to  provide  parking  for  personnel  working  odd  hours  in  an  unsafe 
area.  We  believe  staffing  the  project  would  have  been  exceedingly  difficult  if  workers  were 
expected  to  take  the  uncompensated  personal  risk  of  finding  safe  and  reliable  parking  near  the 
project  site.    Furthermore,  the  RTC  agreed  to,  and  did,  bear  the  cost  of  on-site  parking  for  many 
project  staff.    In  our  opinion,  such  costs  were  reasonable  under  these  circumstances. 
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TPS  Fmaging  Subcontract  Cosis  -  $344.383 

RTC  Action 

These  costs  were  disallowed  because  a  copy  of  the  contract  was  not  provided. 

PW  Position 

A  copy  of  the  contract,  which  was  reviewed  on-site  with  RTC  representatives  prior  to  execution, 
is  enclosed  as  Attachment  C. 


Arrival/Departure  Times  Not  Provided  -  S16.,677 

RTC  Action 

The  RTC  disallowed  per  diem  expenses  of  816,681.    The  basis  of  the  disallowance  was  that 
arrival/departure  dates  or  times  were  not  documented  by  employees;  therefore,  the  entire  per 
diem  claimed  for  those  days  was  disallowed. 

PW  Position 

We  acknowledge  that  times  of  amval/departure  were  not  always  recorded  by  staff  on  expense 
reports.    However,  other  supporting  documentation  exists.    We  reviewed  100  of  the  530 
questioned  per  diem  costs  because  time  of  arrival  or  departure  was  not  recorded.    Our  review 
encompassed  83,767  of  the  816,681  of  questioned  billings.    Based  on  our  review,  75%  of  the 
questioned  expense  billings  are  fully  documented  as  to  arrival  and  departure  times  as  evidenced 
by  other  data  attached  to  the  travel  expense  vouchers,  such  as: 

hotel  bills  that  show  check-in  time 

airline  tickets  which  list  flight  numbers,  depwrture  city,  and  in  some  cases  arrival  times 
other  independently  prepared  supporting  documentation  which  supports  the  fact  that 
travelers  were  entitled  to  per  diem  for  at  least  part  of  the  day. 

Although  supporting  data  for  the  remaining  25%  of  the  billings  were  not  shown,  other  available 
data  supports  the  likely  times  of  arrival  and  departure. 
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Moreover,  the  contemporaneously  prepared  time  records  provide  conclusive  evidence  that  the 
employees  involved  were,  in  fact,  working  at  the  site  and,  therefore,  at  least  a  portion  of  a  full 
day's  per  diem  is  allowable.    Time  records  establish  that  time  was  actually  worked  on  the  days 
of  arrival  or  departure.    Each  staff  member  was  required  to  record  all  hours  worked  on  time 
sheets,  which  were  approved  by  an  appropriate  sujaervisor  and  billed  to  the  RTC.    Since  time 
recorded  and  billed  for  days  other  than  arrival/departure  days  has  been  accepted  by  the  RTC,  it 
is  our  contention  that  at  a  minimum  PW  is  entitled  to  per  diem  reimbursement  based  on  the 
number  of  hours  worked  on  travel  days.    It  is  our  position  that  the    lime  sheets  properly 
reflected  hours  worked.    Therefore,  the  per  diem  for  these  arrival/departure  days  should  at  least 
be  related  to  the  hours  worked. 


"Unjustified"  Lodfflng  Charges  -  $12.443 

RTC  Action 

Based  upon  its  inadequate  investigation  the  RTC  questioned  (1)  lodging  located  at  distances 
deemed  unreasonable  from  il-e  work  site,  and  (2)  lodging  "lield  over  for  days,  and  weekends" 
during  which  employees  traveled  away  from  San  Diego." 

PW  Position 

We  do  not  understand  the  basis  for  the  RTC's  position.    We  reviewed,  on  a  random  test  basis, 
the  data  supporting  the  RTC  identified  audit  exceptions.    Our  review  revealed  that  most  of  the 
questioned  lodging  was  at  RTC  sites  in  San  Diego  and  Dallas  and  thus  should  not  have  been 
questioned  at  all.    Other  lodging  was  related  to  staff  who  traveled  on  weekends.    We  compared 
their  actual  lodging  costs  with  the  costs  they  would  have  incurred  had  they  stayed  in  San  Diego 
for  the  weekend.    In  all  cases,  ihe  actual  lodging  costs  billed  to  the  RTC  were  the  lesser  of  the 
costs  that  would  have  been  incurred  if  ihey  stayed  in  San  Diego.    We  thus  conclude  that  all  of 
the  billed  lodging  costs  are  allowable. 

"Unjustified/Excessive"  Charges  Suspended  -  831.963 

RTC  Action 

The  RTC  has  not  provided  any  basis  for  questioning  of  the  specific  costs. 
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PW  Position 


To  properly  respond  to  the  RTC,  we  must  be  provided  with  the  specific  expenses,  the  amounU 
being  questioned  and  the  rationale  for  the  disallowance.  Absent  such  information,  we  continue 
to  believe  that  such  billings  are  fully  allowable. 


Staff  Present  At  Worksite  I^s.s  Than  14  Davs  -  SI 72.439 

RTC  Action 

The  RTC  asserts  that  Price  Waterhouse  was  erroneously  reimbursed  for  travel  expenses  for  staff 
who  did  not  meet  the    requirements  of  the  RTC  General  Travel  Regulations.    This  conclusion 
was  based  on  an  inapppropriate  interpretation  of  Section  2.5,  Extended  Duty  Travel,  which  states 
...you  may  be  reimbursed  for  returning  to  your  residence  every  second  weekend  during  the 
course  of  extended  travel." 

PW  Position 

First,  the  cited  regulation  was  revised  on  December  17,  1992  to  allow  all  travel  expenses  for 
employees  on  extended  travel  (Section  2.3).  As  a  result  of  this  revised  regulation,  we  believe  that 
the  entire  amount  of  questioned  travel  costs  occurring  after  December  15,  1992  (811,139)  are 
allowable  and  should  be  reinstated  by  the  RTC. 

Second,  with  respect  to  the  remainder  of  the  items  questioned,  we  reviewed  every  fourth  item  or 
24%  of  the  total  questioned  dollar  amount.    We  conclude  that  the  RTC  findings  are  inaccurate 
for  the  following  reasons: 

1 .  For  employees  whose  residences  were  in  California  and  Arizona,  we  compared  the  cost  of 

airfare  to  and  from  their  residences  with  the  cost  of  hotel  and  per  diem  expenses  if  the 
individual  stayed  in  San  Diego.    The  challenged  bills  are  for  the  lesser  of  the  two 
amounts. 

2.  In  other  cases,  the  employees  met  the  two  week  requirement  prior  to  traveling.    The  RTC 

analysis  did  not  consider  the  effect  of  traveling  in  one  period  and  billing  in  another.    In 
order  to  accurately  analyze  the  two  week  requirement,  it  is  essential  to  consider  the 
effects  of  travel  in  periods  before  the  period  being  billed.    We  reviewed  the  actual  travel, 
-ithout  regard  to  when  it  was  billed,  and  concluded  that  the  two  week  standard  had  been 


met 
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3.  A  portion  of  the  cost  questioned  relates  to  "Key  Employees"  designated  for  the  HomeFed 

project.  A  May  13,  1993,  memo  identified  the  primary  individuals  who  were  responsible 
for  key  project  areas  and  did  not  require  them  to  be  on  site  full-time.  We  found  that 
these  individuals  were  included  in  the  amounts  questioned. 

Based  upon  the  results  of  our  tests  we  believe  these  billings  meet  the  criteria  established  by  the 
RTC's  regulations. 


Mileage  "Not  Justified"  -  $9.586 

RTC  Action 

The  RTC  has  neither  identified  tlie  specific  items  questioned  nor  provided  the  rationale  for 
questioning  of  the  costs. 

PW  Position 

The  RTC  report  cited  161  items,  of  which  we  selected  78  for  review.    Of  those  selected,  only 
30%  even  had  expenses  related  to  mileage,  and  those  expenses  were  proper.    Consequently,  we 
are  unable  to  respond  meaningfully  to  llie  costs  questioned.    We  continue  to  believe  all 
identified  costs  are  proper. 

Out  of  Period  Billitigs  -  S56.38.3 

RTC  Action 

The  RTC  has  inadequately  investigated  and  evaluated  questioned  expenses  which  were  incurred 
in  one  period  and  billed  in  a  subsequent  period. 

PW  Position 

Based  on  our  review,  we  conclude  that  the  RTC  findings  are  unsupported.    The  billing  of 
expenses  incurred  in  prior  periods  is  allowable  to  the  extent  that  the  expenses  are  billed  within 
six  months  of  incurrence. 
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Shipping  Charges  -  $10.368 

RTC  Action 

The  RTC  erroneously  questioned  all  shipping  charges  on  the  basis  that  documentation  was 
lacking. 

PW  Position 

Based  on  our  review  of  all  eight  items  questioned,  we  determined  that  the  billings  were  properly 
documented,  and  were  incurred  in  accordance  with  the  requirements  of  the  contract. 

OTHER  ISSUES 
Per  Diem 

The  RTC  has  requested  written  certification  stating  that,  for  the  entire  period  of  the  engagement, 
the  amounts  paid  by  PW  lo  individual  travelers  for  per  diem  related  expenses  are  no  less  than 
the  per  diem  amounts  billed  to  RTC  for  those  periods.    Although  we  do  not  agree  that  the  RTCs 
request  js  based  on  either  a  proper  interpretation  of  its  travel  regulations  or  supported  by  any 
other  contractual  requirement,  we  have  elected  to  voluntarily  provide  such  certification  in  an 
effort  to  expeditiously  resolve  this  matter.    An  executed  certification  is  included  in  Attachment 
E.    Once  again,  it  is  our  contention  that  the  RTC  has  no  contractual  or  other  authoritative  basis 
for  its  assertions. 


Project  Costs  Incurred  After  March  31.  199.3  /  Allocation  of  "Billing"  Costa 

The  RTC  questions  why  PW  submitted  invoices  for  costs  and  fees  incurred  after  March  31, 
1993;  questions  generally  the  manner  in  which  those  post  March  31,  1993  fees  and  costs  were 
determined;  and  questions  the  entitlement  of  PW  lo  any  fees  associated  with  preparation  of 
invoices  either  before  or  after  March  31,  1993. 
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Entitlement  to  "Dillinp"  Costs.    As  noted,  "billing"  is  not  an  overhead  or  general  and 
administrative  cost  under  this  contract.    PW  consistently  treats  the  incremental,  direct 
costs  associated  with  prep>aration  of  project  billings  as  a  direct  project  cost,  and  that  is 
precisely  what  was  done  here.    Indeed,  RTC  was  well  aware  that  a)  it  had  imposed  on 
PW  unique  billing  formats  and  protocols  (including  specifically  formatted  project  time 
sheets  and  expense  reports);  b)  PW  needed  to  design  a  new  and  separate  computer 
system  to  manage  the  detailed  information  requirements  for  RTC  HomeFed  billings;  and 
c)  PW  had  to  assign  (and  in  some  cases  retain  for  this  project)  designated  extra  sta£f  and 
other  resources  to  meet  RTC's  billing  requirements.    In  fact,  the  anticipated  significant 
cost  of  project  billing  was  one  of  the  reasons  that  an  entire  section  of  PW's  project 
proposal  addressed  project  administration  and  project  management  activities. 

Post  March  31.  199.3  Costs.    In  a  project  of  this  size  and  complexity,  no  person  could 
reasonably  assume  the  activities  necessary  to  close  down  the  project  and  literally  "stop 
on  a  dime".    Yet  tliat  is  precisely  the  RTC's  rationale  apparently  for  rejecting  billings  for 
necessary  project  related  close  down  activities  after  March  31,  1993,  the  date  on  which 
the  day-to-day  project  activities  were  formally  transitioned  to  RTC. 

After  March  31,  1993,  PW  issued  status  reports,  closed  and  finalized  task  orders, 
documented  results,  prepared  work  papers,  shipped  project  related  files  to  storage, 
completed  billings  and  otherwise  "cleaned  up"  and  "wound  down"  the  prior  eleven 
months  of  activity.    All  of  these  tasks  were  necessary,  reasonable,  and  encompassed  by 
the  terms  and  conditions  of  RTC's  Contract.    None  of  these  tasks  could  reasonably  have 
been  completed  by  March  31,  1993. 

We  recognize  some  of  the  post  March  31,  1993  activity  related  to  completing  billings  for 
periods  after  September  30,  1992  (fees)  and  July  31,  1992  (expenses).    But  for  the 
prolonged  controversy  within  RTC  about  PWs  earlier  billings,  much  of  the  later  period 
billing  would  have  been  completed  long  before  March  31,  1993.    However,  the  diversion 
of  PW's  billing  resources  for  several  months  resulted  in  a  delay  in  our  completing  the 
later  period  billings  until  after  March  31,  1993. 

You  have  also  requested  further  information  regarding  time  incurred  in  "efforts  to  finalize 
the  task  order  and  contract",    .^s  you  are  aware  the  task  order  expired  December  31, 
1992.    The  time  in  question  was  incurred  at  the  direct  request  of  your  representatives  to 
prepare  estimates  and  other  data  supporting  a  proposed  task  order  amendment  to  extend 
the  funding  and  execution  date.    .\t  your  direction  that  effort  was  subsequently  aborted. 
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Allocation  of  Pilling  Costs.    By  letter  dated  July  17,  1993,  Price  Waterhouse  submitted  to 
the  RTC  its  "final"  billings  for  its  services  in  connection  with  the  HomeFed  engagement. 
In  our  letter,  we  noted  the  following: 

•  To  avoid  further  controversy  respecting  Price  Waterhouse 's  HomeFed  billings,  we 
undertook  a  comprehensive  review  of  all  of  our  billings,  which  review  resulted  in 
a  resubmission  of  our  fee  billings  for  the  period  from  project  inception  through 
September  30,  1992  and  our  expense  billings  for  the  period  from  project 
inception  through  July  31,  1992  (the  "earlier  period  billings"). 

•  The  resubmitted  earlier  period  billings  include  the  fees  and  expenses  incurred  in 
connection  with  the  initial  preparation  of  the  earlier  period  billings. 

•  TTie  rebilling  process  was  completed  in  April  1993  (revised  bills  are  dated  as  of 
April  30,  1993).    The  RTC  has  not  been  billed  for  any  time  and  expense 
associated  with  Price  Waterhouse's  review  and  rebilling  of  the  earlier  period 
billings. 

•  With  the  completion  of  the  rebilling  process.  Price  Waterhouse  turned  its 
attention  to  the  process  of  initial  preptaration  of  the  "later  period  billing"  (after 
September  30,  1992  for  fee  billings  and  after  July  31,  1992  for  expense  billings). 

•  Due  in  large  part  to  the  politically  charged  environment  in  the  Spring  of  1993, 
the  process  of  preparation  of  the  later  period  billings  was  more  rigorous  than 
might  otherwise  have  been  the  case,  and  was  not  completed  until  early  July  1993. 

•  The  RTC  has  only  been  billed  for  the  time  and  expenses  through  May  15,  1993 
associated  with  the  preparation  of  the  later  pieriod  billings;  and  has  not  been 
billed  for  the  time  and  expenses  from  May  16,  1993  through  July  1993  associated 
with  that  effort. 

•  By  absorbing  the  cost  incurred  after  May  15,  1993  in  the  preparation  of  the  later 
period  billings.  Price  Waterhouse  has  essentially  significantly  discounted  the  cost 
of  the  preparation  of  the  later  period  billings. 

Price  Waterhouse  has  no  legal  or  contractual  obligation  to  discount  the  cost  of  its 
preparation  of  any  billings.    Just  as  was  the  case  with  respect  to  Price  Waterhouse's 
absolute  right  to  bill  the  RTC  for  initial  preparation  of  the  earlier  period  billings.  Price 
Waterhouse  is  fully  entitled  to  bill  the  RTt  for  preparation  of  the  later  period  billings. 
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The  decision  not  to  bill  the  RTC  for  the  cost  incurred  after  May  15,  1993  in  the 
preparation  of  the  later  period  billings  was  based  upon  RTC's  representations  at  that  time 
and  in  connection  with  the  negotiation  of  the  February  1993  contract  amendment  that:  a) 
RTC  was  proceeding  in  good  faith  to  review  Price  Waterhouse's  billings;  and  b)  RTC  did 
not  intend  to  raise  further  billing  issues  (i.e.,  those  for  which  its  position  lacks  any  legal 
or  contractual  support).    Further,  the  decision  presumed  the  continued  good  faith  conduct 
of  RTC.    Lastly,  we  would  be  pleased  to  have  a  representative  of  RTC  visit  our 
Washington  office  for  the  purpose  of  examining  work  paper  documentation  of  how  these 
costs  were  determined  and  allocated. 
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ATTACHMENT  B 


Price  Waterhouse  Response 

to  Inspector  General  Letter 

Re  HomeFed  Dated  October  1,  1993 
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Price  Waterhouse  ^P 


October   1,    1993 


Mr.    Kurt  W.   Hyde 

Deputy  Assistant   Inspector 

General   for  Audit 
Resolution  Trust  Corporation 
1735   N.    Lynn  Street 
Rosslyn,   Virginia     22209 

Dear  Mr.    Hyde: 

I   am  writing  to  respond  to  your   letter  to  me  dated 
August   20,    1993   concerning  your  office's  analysis   of   the 
revised   invoices  that  Price  Waterhouse    ("PW")    submitted 
to   the  Resolution  Trust  Corporation    (the   "RTC")    for 
professional   services   rendered  at  HomeFed  Bank   in   San 
Diego  under  RTC  Task  Order  WRO-075    ("Task  Order   75"). 
Task  Order  75  was   issued  by  the  RTC  under  Asset 
Valuation  Review  Agreement  No.    700-91-0072-019   dated  as 
of  April   15,    1992.      That  Agreement  and  Task  Order  75,    as 
amended  on  February  17,    1993,    are  collectively  referred 
to   in  this   letter  as   "the  Contract." 


II 


This  response  to  yojir  August  20  letter  takes  into 
account  the  exit  conference  that  you,  Ms.  Cindy  Ecker 
and  Mr.  Ron  Davis  conducted  with  ovu:  legal  counsel, 
Ronald  B.  Hauben  of  our  National  Office  and  David  R. 
Johnson  of  Gibson,  Dunn  &  Crutcher,  on  September  9, 
1993.   This  response  is  submitted  in  accordance  with  the 
timetable  that  you  and  Ron  have  discussed. 

Pages  1-7  of  this  letter  set  forth  general  comments  that 
PW  has  regarding  the  overall  audit  goals  and  methodology 
that  your  office  has  employed  in  auditing  PW's  HomeFed 
invoices.  Thereafter,  pages  7-26  of  this  letter  address 
the  ten  specific  issues  raised  by  your  August  20  letter, 
in  sequence. 

We  respectfully  request  that  this  response,  in  its 
entirety,  be  included  in  your  final  report  when  issued. 

GENERAL    COMMENTS 


The   Contract  that  governs   the   PW's  HomeFed  engagement   is 
comprised   of    the   Asset   Valuation   Agreement,    Task   Order 
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75  thereunder  and  an  Anendment  to  Task  Order  75,  which 
PW  and  the  RTC  executed  on  February  17,  1993.   Your 
August  20  letter  gives  no  indication  that  the  IG  is 
aware  of  the  terms  of  that  Amendment  which,  among  other 
things,  released  PW  from  all  claims  arising  out  of  or 
relating  to  "billing  issues  under  the  Contract."  That 
would  certainly  include  substantially  all  of  the  issues 
that  your  office  has  identified  in  its  August  20  letter. 

The  origin  of  that  release  was  as  follows:   in  early 
1993  the  RTC  asked  PW  to  make  a  significant  price 
concession  for  the  HomeFed  engagement.   Understandably, 
PW  was  not  willing  voluntarily  to  refund  money  to  the 
RTC  at  a  time  when  the  results  of  billing  reviews  being 
conducted  by  both  your  office  and  the  RTC  Office  of 
Contracts  were  not  known.   After  extensive  negotiations, 
PW  agreed  to  reduce  its  hourly  rates  under  Task  Order 
75,  voluntarily  and  retroactively,  which  had  the  effect 
of  refunding  approximately  $3.5  million  to  the  RTC  (at 
the  time  the  amendment  was  negotiated,  the  RTC  estimated 
the  refund  at  approximately  $4  million,  based  upon  then- 
projected  billings) .   In  consideration  for  that  action, 
the  RTC  released  PW  from  any  further  billing  claims 
under  the  Contract,  with  certain  exceptions.   One  of  the 
exceptions  permits  the  RTC  unilaterally  to  "raise  any 
billing  issues  under  the  Contract,"  but  if  the  RTC  does 
so  (save  for  routine  audit  issues  such  as  the 
mathematical  accuracy  of  invoices) ,  that  will  render 
PW's  $3.5  million  voluntary  price  concession  to  the  RTC 
—  "null  and  void," 

We  mention  this  clause  to  you  because  the  RTC  appears  to 
have  elected  to  raise  conceptual  (rather  than  routine 
audit)  billing  issues  under  the  Contract  and  thereby 
voided  the  $3.5  million  refund  set  forth  in  Task  Order 
75.   As  the  RTC  wants  to  raise  billing  issues,  including 
the  issues  that  you  have  raised  in  your  August  20 
letter,  it  may  certainly  do  so,  but  doing  so  causes  the 
RTC  to  forfeit  the  voluntary  refund  that  PW  previously 
made.   If  the  RTC  wishes  to  retain  its  earlier  refund, 
then  it  must  remember  that  that  voluntary  refund 
subsumed  any  other  audit  issues  that  the  RTC  later 
identified,  including  those  identified  in  your  August  20 
letter,  which  had  less  than  a  $3.5  million  impact. 

In  other  respects,  PW  appreciates  your  clarifying  for  us 
at  the  September  9  meeting  the  basis  upon  which  you  have 
conducted  your  audit  and  made  the  comments  in  your 
August  20,  1993  letter.   We  understand  that  the  purpose 
of  your  office's  review  of  pw's  invoices  has  been  to 
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determine  whether  the  tine  expended  and  billed  by  PW 
was,  in  the  judgment  of  your  office,  "reasonable." 

As  you  acknowledged  to  our  counsel,  the  RTC  Office  of 
Contracts  is  not  obliged  to  concur  with  your  office's 
views  on  these  issues.   Realistically,  however,  the  RTC 
Office  of  Contracts  seems  unlikely  to  ignore  or 
disregard  the  issues  you  raised,  considering  the 
emotionally  charged  atmosphere  that  surrounds  this 
engagement.   Consequently,  PW  believes  that  it  is  even 
more  important  than  usual  that  the  IG  act  responsibly  in 
analyzing  this  matter,  and  in  articulating  the  exact 
nature,  scope  and  legal  support  for  each  of  its 
recommendations . 

For  this  reason,  PW  is  troubled  by  your  office's  attempt 
to  analyze  PW's  time-and-materials  Contract  at  HomeFed 
by  reference  to  audit  principles  that  apply  to  cost- 
reimbursement  contracts.   "Cost  reasonableness"  is  a 
concept  that  properly  applies  to  cost-reimbursement 
contracting.   For  a  government  contractor's  costs  to  be 
reimbursed  under  that  contract  type,  its  costs  must  be 
"reasonable,"  "allowable"  and  "allocable"  to  the 
contract. 1   This  conceptual  framework  allows  auditors  to 
question  costs,  even  though  they  are  otherwise  allowable 
and  allocable  to  the  contract,  if  the  auditors  believe 
that  the  costs  may  be  "unreasonable. "2 

As  our  counsel  pointed  out  at  the  September  9  meeting, 
the  HomeFed  Contract  is  not  a  cost-reimbursement 


1 Compare  FAR  31.204. 


2 Even  when  the  government  alleges  that  a  contractor's 
incurrence  of  a  cost  was  unreasonable,  the  courts  and 
boards  of  contract  appeals  seldom  uphold  the 
government's  disallowance.   The  law  gives  contractors 
broad  discretion  within  which  to  exercise  sound 
business  judgment  in  incurring  costs  to  accomplish  a 
particular  governmental  objective  —  something  the 
government  presumably  desires  by  hiring  an  outside 
contractor  in  the  first  place.   See  J.  Cibinic  i  R. 
Nash,  Cost  Reimbursement  Contracting  4  56-59  (George 
Washington  University  1981) . 
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contract. 3   It  is  a  tloe-and-materials  contract,  where 
the  RTC's  payment  obligation  is  computed  by  multiplying 
the  "direct  labor  hours"  by  "specified,  fixed  hourly 
rates"  prescribed  in  the  contract.*  Auditing  invoices 
under  a  time-and-materials  contract  by  reference  to 
subjective  notions  of  "cost  reasonableness"  is  not 
appropriate  in  the  circumstances. 


3  Indeed,  cost-reimbursement  contracts  are  not  even 
recognized  by  the  RTC's  Contract  Policies  and  Procedures 
Manual,  ch.  3,  S  I- 

*RTC  Contract  Policies  and  Procedures  Manual,  ch.  3, 
S  I.d.(2)(a);  compare  FAR  52.232-7.   The  government 
may  not  substitute  its  post  hoc  judgment  of  what  a 
time-and-materials  contractor  should  have  been  paid 
for  what  the  contract  requires  the  contractor  to  be 
paid.   For  example,  in  Rockv  Mountain  Machinery  Co. . 
ASBCA  No.  3719,  56-2  BCA  I  1138,  the  government  sought 
to  avoid  paying  a  time-and-materials  contractor  for 
the  actual  hours  it  worked  because  the  contracting 
officer  thought  that  those  hours  were  excessive.   The 
contracting  officer  argued  that  the  contractor's  "shop 
force  was  not  being  properly  supervised  and  .  .  . 
maximum  efficiency  was  not  being  obtained  due  to  men 
being  placed  on  the  Government  work  for  too  short 
periods  of  time,  thus  resulting  in  less  productive 
working  time  when  it  is  considered  that  there  is 
usually  a  certain  cunount  of  time  spent  in  getting  the 
necessary  tools  and  'meUcing  ready'  to  perform."   id. 
at  3003.   The  board  of  contract  appeals  refused  to 
allow  the  contracting  officer  to  substitute  his 
opinion  of  how  many  hours  the  contractor's  employees 
should  have  worked  for  the  number  of  hours  they 
actually  worked  in  performing  the  contract:  "The 
language  of  the  two-party  basic  contract  provides 
without  reservation  that  the  contractor  will  be  paid 
[a  stated  hourly  rate]  for  each  regular  hour  of  labor 
performed  by  certain  types  of  employees,  and  the  hours 
of  labor  here  claimed  for  were  actually  performed. 
There  is  no  dispute  as  to  the  actual  hours  of  work 
performed."   Id.  at  3006.   Consequently,  the 
contractor  was  entitled  to  recover  at  the  contract 
rates  "for  labor  actually  expended  in  the  performance 
of  its  contractual  obligations."   Id. 
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For  all  of  these  reasons,  we  believe  that  it  is 
important  that  the  IG's  final  report  distinguish  between 
its  policy  recommendations  and  its  legal  conclusions,  if 
any.   Your  office's  views  about  the  "reasonableness"  of 
the  HomeFed  project  may  well  have  considerable  policy 
implications  for  RTC  management.   However,  those  policy 
views  do  not  —  and  should  not  be  understood  by  the 
RTC's  Office  of  Contracts  to  —  address  the  legal  issue 
of  whether  PW  is  entitled  to  have  its  outstanding  bills 
paid  at  the  "agreed-upon  hourly  rates"^  of  the  Contract 
as  it  was  written. 

Whether  PW  is  entitled  to  payment  of  its  invoices  is  a 
function  of  the  statutory,  regulatory  and  contractual 
principles  that  apply  to  the  Contract.   If  PW's  actions 
in  charging  and  invoicing  time  violated  those  rules, 
then  the  IG  certainly  should  recommend  that  the  RTC 
question  any  noncomforming  charges.   However,  since  PW's 
actions  in  charging  and  billing  time  did  not  violate  any 
of  these  objective  legal  rules  —  and  since  the  IG  has 
not  alleged  any  such  violation  —  then  the  IG  has  no 
principled  basis  upon  which  to  suggest  that  the  RTC 
Office  of  Contracts  should  decline  to  pay  PW's  bills. 

It  is  one  thing  for  the  IG  to  evaluate  whether,  in 
hindsight,  the  RTC  should  have  written  the  Contract 
differently  than  it  did,  or  to  recommend  whether,  in  the 
future,  the  RTC  should  place  certain  administrative 
limits  on  time-and-materials  contracts.   It  is  quite 
another  for  the  IG  to  try  to  intimate  that  PW  should  not 
be  paid  under  the  terms  of  its  Contract  with  the  RTC,  as 
that  Contract  was  written. 

Rules  of  contract  entitlement  —  what  performance  a 
contractor  owes  the  government,  and  what  payment  the 
government  owes  the  contractor  —  are  objective  rules. 
They  are  not  subject  to  after-the-fact  modification  in 
light  of  the  subjective  preferences  of  anyone  else, 
whether  that  be  internal  auditors  or  inspectors  general. 


5 Written  Statement  of  John  J.  Adair,  Inspector  general  of  the 
Resolution  Trust  Corporation  before  the  Subcommittee  on 
regulation  and  government  information  of  the  senate  committee  on 
Governmental  Affairs  (Feb.  19,  1993)  (hereinafter,  "Adair 

Senate  Statement")  at  14. 
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Mo  contracting  party  has  the  right  to  withhold 
performance  without  a  sound  legal  justification  for 
doing  so.   Agencies  of  the  federal  government  have  the 
further  responsibility  not  to  treat  their  contractors 
"arbitrarily  and  capriciously."  That  is  the  essence  of 
federal  administrative  law.   For  a  government  agency  to 
try  to  change  the  ground  rules  for  paying  a  contractor, 
after  the  contract  has  been  negotiated,  executed  and 
performed,  clearly  would  be  arbitrary  and  capricious. 

PW  believes  that  the  concerns  you  expressed  in  your 
August  20  letter  and  the  September  9  exit  conference 
fall  almost  entirely  in  the  category  of  management  and 
policy  concerns,  not  questions  as  to  legal  entitlement. 
If  the  IG  wants  to  criticize  the  RTC  for  its  past 
contracting  practices  or  wants  to  recommend  that  the  RTC 
do  something  different  in  the  future,  that  is  a 
legitimate  function  of  the  IG.   However,  if  the  IG  wants 
to  suggest  that  the  RTC  should  not  pay  PW's  outstanding 
bills  under  the  Contract,  without  citing  any  specific 
law,  regulation  or  contract  clause  which  supports  that 
position,  that  is  not  a  legitimate  function  of  the  IG.* 

With  the  four  exceptions  noted  in  Specific  Comments  7-10 
below,  PW  believes  that  any  refusal  by  the  RTC  to  pay 
PW's  outstanding  invoices  will  constitute  a  breach  of 
the  Contract,  and  one  with  which  the  IG  should  not  be 
associated.'^ 


*In  its  previous  statements  to  the  Congress,  the  IG 
seems  to  have  admitted,  however  grudingly,  that  PW  is 
entitled  to  be  paid  for  the  hours  it  worked  under  what 
the  IG  recognizes  was  a  time-and-materials  contract. 
See  Adair  Senatz  Siatemkht  at  3  ("From  a  legal 
standpoint,  it  would  appear  that  RTC  has  little 
contractual  recourse.  .  .  .  [The  Contract]  gave  the 
contractor  carte  blanche.  .  .  .   RTC  allowed  the  firm 
to,  in  effect,  charge  these  eunounts  and  perform  these 
services");  id.  at  14  (this  "time-and-materials 
contract"  was,  in  the  words  of  an  RTC  attorney,  "a 
contractor's  dream");  Resoldtion  Trust  Corporation,  office 
or  Inspector  General,  semiannual  report  to  the  congress  at  10- 
12  (under  the  heading,  "A  Contractor's  Dream"). 

'We  trust  that  the  IG  would  not,  as  a  matter  or 
responsible  government  action,  induce  the  RTC  to 
breach  the  Contract  without  articulating  a  solid  legal 

(Footnote  continued  on  next  page] 
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As  our  counsel  advised  you  on  September  9,  PW  believes 
that  most  of  the  connents  in  your  August  20  letter  are 
invalid  as  a  matter  of  law.   Nonetheless,  in  this  letter 
and  its  attachments,  we  have  endeavored  to  provide  you 
with  as  much  data  and  factual  explanation  as  we  can 
reasonably  assemble,  given  the  after-the-fact  nature  of 
your  quest  ions.  8   in  this  way  we  hope  to  eliminate,  or 
at  least  narrow,  any  differences  between  PW  and  yoxir 
office. 


SPBCinC  COMMKHT8 


1.    Comments  on  Alleged  "Billings  for  Subcontractors." 
Your  August  20  letter  questions  $318,399  of  alleged 
"subcontractor  billings."   Your  letter  asserts  that  PW's 
employment  arrangements  with  the  eight  consultants 
identified  on  Enclosure  I  to  your  letter  constituted 
"subcontracts."   Based  upon  that  premise,  your  letter 
then  concludes  that  the  Contract  obliged  PW  to  obtain 
the  RTC's  approval  for  these  "subcontractors"  and  to 
submit  to  the  RTC  "statements  of  worJc"  and  fitness  and 
integrity  certificates  for  each  of  them.   By  questioning 
the  "costs"  billed  to  the  RTC  for  these  eight 
individuals,  your  letter  impllctly  suggests  that  the  RTC 
should  refuse  to  pay  PW  for  these  individuals'  services, 
apparently  as  a  remedy  for  the  paperwork  failures  your 
letter  alleges. 


[Footnote  continued  from  previous  page) 

basis  for  the  RTC's  doing  so.   In  the  private  sector, 
such  conduct  would  constitute  tortious  interference 
with  a  contractual  relationship. 

8 No  statute,  regulation  or  contract  clause  required  PW 
to  keep  time  records  sufficient  to  respond  to  the 
kinds  of  issues  your  office  is  now  raising.   PW 
believes  that  it  is  fundamentally  unfair  for  the  IG  to 
ask  questions  of  PW,  at  a  level  of  record-keeping 
detail  that  it  knows  the  RTC  did  not  even  ask  PW  to 
maintain,  under  threat  of  the  IG's  recommendation  that 
PW's  bills  should  not  be  paid. 
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PW  does  not  agree  that  the  eight  consultants  were 
"subcontractors."   Even  if  they  were,  and  even  if  PW's 
failure  to  follow  appropriate  Contract  procedures 
constituted  a  technical  breach  of  the  Contract,  the 
RTC's  wholesale  refusal  to  pay  for  the  services  rendered 
by  these  individuals  is  not  legally  appropriate. 

a.    The  eight  eonaultants  are  not 
"subcontractors . " 

i-    Te«Porarv  Labor  Arrana—nf  Are  Mot 
Governaent  "Subcontracts."  a  priae  contractor's 
arrangements  to  purchase  labor  —  whether  from  permanent 
employees  or  from  temporary  workers  —  in  order  to 
perform  its  government  contracts  do  not  constitute 
government  "subcontracts."   If  they  did,  then  every 
individual  employment  arrangement  and  every  collective 
bargaining  agreement  with  a  labor  union  would  be  a 
government  "subcontract."  That  is  not  the  law,  and  that 
has  never  been  the  law. 

The  principal  characteristic  of  a  government 
"subcontract"  is  that  the  prime  contractor  delegates  or 
transfers  to  the  subcontractor  some  part  of  the 
performance  obligations  that  it  owes  to  the  government. 
The  prime  contractor,  of  course,  retains  ultimate 
responsibility  to  the  government  for  contract 
performance.   Nonetheless,  as  between  the  prime 
contractor  and  the  subcontractor,  the  subcontractor  has 
agreed  to  assume  performance  of  a  defined  subset  of  the 
prime  contractor's  obligations  to  the  government  agency. 

That  is  not  the  case  with  temporary  employees  or 
consultants.   Such  labor  arrangements  provide  tefflpor2u:Y 
labor  to  the  contractor  for  its  use  on  a  project,  but 
the  contractor  does  not  delegate  to  those  individuals, 
nor  do  the  individuals  agree  to  perform,  particular  line 
items  or  sub-tasks  of  the  contractor's  obligations  to 
the  government.   The  individuals'  duty  is  to  work  for 
the  contractor,  side-by-side  with  the  contractor's 
permanent  employees  —  not  to  perform  services  in  place 
of  the  contractor.   Thus,  it  is  no  wonder  that  PW  did 
not  have  "statements  of  work"  for  the  eight  consultants, 
any  more  than  it  had  "statements  of  work"  for  its  own 
employees.   The  absence  of  statements  of  work  confirms 
that  these  individuals  were  not  in  any  sense 
"subcontractors . " 

For  these  reasons,  one  cannot  legitimately  contend  that 
a  temporary  employee  or  consultant  is  a  "subcontractor" 
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to  an  RTC  contractor.   Such  an  individual  is  not,  in  the 
words  of  the  RTC's  own  regulations,  am   entity  with  which 
a  contractor  "has  entered  .  .  .  into  a  contract  to 
perform  services  ...  in  order  to  fulfill  the 
contractor's  obligations  under  its  contract  with  the 
RTC."   12  C.F.R.  S  1606, 2(S). 

ii.   The  RTC  Has  Officially  Recoonimed  That  PW 
Iff  KHtitlad  To  Charge  The  Labor  Otegorr  Rates  In  Z&ift 
<;».yiitr*et  For  All  Pwrehaaed  Labor.  Wh«thT  TewPOragV  Or 
peraanent.   The  RTC  has,  at  the  senior-BOSt  levels  of 
the  agency,  officially  concurred  with  PW's  position  on 
this  issue.   In  the  February  17,  1993  Anendment  to  Task 
Order  75,  the  Director  of  the  RTC's  Office  of  Contracts, 
John  Tierney,  and  the  Vice  President  of  the  RTC  for 
Administration,  Dennis  F.  Gear  —  after  consultation 
with  the  RTC's  lawyers,  including  Acting  Senior  Vice 
President  and  General  Counsel  Richaurd  T.  Aboussie  — 
unequivocally  stated  as  follows: 

PW  does  not  have  any  legal 
obligation  to  reduce  its  hourly 
rates  retrospectively  for  services 
rendered  pursuant  to  contractually 
agreed-upon  rates.   In  particular, 
the  RTC  does  not  question  PW's  legal 
entitlement  to  the  fees  invoiced  for 
clerical  and  paraprofessional 
services,  nor  as  a  matter  of 
contract  policv  does  RTC  question 
PW'3  legal  entitlement  to  charge 
contractual  category  rates  for 

nurchased  labor,  whether  temporary 
or  permanent. 

Amendment  to  Task  Order  75,  %   3.f.  (emphasis  added). 
This  same  position  was  stated  by  RTC  President  and  Chief 
Executive  Officer  Albert  V.  Casey  in  his  February  19, 
1993  appearance  before  the  Senate  Governmental  Affairs 
Committee  and  his  February  23,  1993  appearance  before 
the  House  Banking  Committee.' 

9  See  WRITTEN  STATEMENT  OF  ALBERT  V.  CASEY,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER  OF  THE  RESOL0TION  TRUST  CORPORATION  BEFORE  THE 

[Footnote  continued  on  next  page]      i 

i 


2ir 


Mr.  Kurt  H.  Hyde 
October  1,  1993 
Page  10 


m 


Consequently,  whatever  views  nay  have  been  (or  may  still 
be)  held  by  the  IG,  the  RTC  has  taken  the  official, 
institutional  position  that  PW  is.   entitled  to  charge 
contractual  category  rates  for  purchased  labor,  whether 
that  labor  is  permanent  or  tem{>orary.   That  should  be 
the  end  of  the  issue. ^'^ 

b.    Bveo  if  the  eight  consulf  nta  were 
"subcontractors."  the  RTC 'a  complete  refusal  to  pav  for 
their  work  would  be  unlawful.   Even  if  your  letter  were 
correct  in  suggesting  that  the  eight  consultants  were 
"subcontractors,"  that  would  not  entitle  the  RTC  to 
withhold  payment  for  their  time  from  PW.   Assuming 
arcmendo  that  PW's  failure  to  obtain  the  RTC's 
permission  for  the  "subcontracts"  and  its  failure  to 
submit  statements  of  work  and  fitness  and  integrity 
certifications  for  the  "subcontractors"  were  breaches  of 
the  Contract,  that  does  not  mean  that  a  total 
disallowance  is  appropriate  because  there  is  no  evidence 
that  the  RTC  was  damaged  in  the  amount  of  the  total 
charges  for  the  "subcontractors." 

Government  agencies'  attempts  to  avoid  paying  its  bills 
on  account  of  technical  paperwork  violations  are  not 
successful.   For  example,  in  Tom  Cleveland  Associates. 
DCAB  No.  OMBE-10-76,  78-2  BCA  ^    13,388  (1977),  the  Small 
Business  Administration  ("SBA")  attempted  to  disallow 
all  of  the  contractor's  invoices  because  he  did  not 


[Footnote  continued  from  previous  page] 

SOBOOKMITTEK  ON  RSCOLATION  AND  GOVERNKBNT  iNrORKATION  OF  THE 
SKNATI  COKMZTTES  ON  GOVKRNMSMTAL  AFFAIRS  at  6  (Feb.  19, 

1993) ;  Hearing  on  status  Report  of  the  Resolution  Trust 
Corporation  before  the  Subcommittee  on  general  ovbrsicht. 
Investigations,   and  the  Resolution  of  Failed  Financial 
Institutions  of  the  House  Committee  oh  banking,   finance  and 
Urban  Affairs  at  8    (oral  testimony)    &  61    (%n-itten 
statement) . 

lOwe  acknowledge  that  the  RTC  has  prospectively  modified 
its  contracting  policies   to  require  that  temporary 
labor  must  now  be  billed  to  the  RTC  at  cost,    rather 
than  at  the   contractor's   labor  category  rates.      While 
we  do  not  question  the   RTC's   right  to  modify   its 
contract   terms   prospectively,    those  changes   can  have 
no  retroactive   effect  upon  existing  contracts. 
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obtain  the  contracting  officer's  prior  vnritten  consent 
before  he  hired  outside  consultants  for  the  project. 
Even  before  the  appeal  reached  the  Board  of  Contract 
Appeals,  the  SBA  abandoned  its  disallowance  of 
subcontractor  costs.   Id.  at  65,435.   The  SBA  continued 
to  argue  that  the  rest  of  the  contractor's  bills  should 
be  disallowed  because  he  had  not  kept  the  detailed  cost 
records  that  the  contract  required  him  to  keep. 

The  Board  of  Contract  Appeals  flatly  rejected  that 
hypertechnical  argument  because  such  a  disallowance 
''constitutes  the  imposition  of  a  penalty,  is  totally 
unwarranted  and  would  establish  an  undesirable  precedent 
which  should  be  avoided  in  the  future."   Id.  at  65,436. 
The  Board  ordered  the  SBA  to  pay  the  contractor  for  the 
services  that  he  had  rendered,  and  which  the  SBA  had 
accepted,  in  accordance  with  the  man-day  rate  set  forth 
in  his  contract. 

Those  same  principles  apply  here.   Even  if  the  RTC  were 
entitled  to  deunages  for  PW's  alleged  "breach"  of  the 
subcontractor  permission  rules  of  the  Contract,  those 
damages  would  be  limited  to  nominal  damages  under 
general  principles  of  contracts  law.^^ 

c.    PW's  bills  for  these  eight  conaultanta  ar« 
legit iaate  and  should  be  paid.   Five  of  the  eight 
consultants  (Jeff  Payman,  John  Guterman,  Micholas 
Lozano,  Kay  Murphy  and  Oeboreih  Phiefer)  were  Paradox/HIS 
professionals.   Systems  for  asset  tracking,  asset  pool 
reconciliation,  due  diligence  issue  tracking  and 
resolution,  war  room  operation  and  administration,  and 
microfilm  datetbase  retrieval  were  built  using  a  4GL 
version  of  Paradox.   After  PH  exhausted  its  own  Paradox 
resouLTces,  more  staff  was  needed  to  develop  systems  for 
the  HomeFed  project  in  a  timely  manner.   PW  sought  out 
individuals  —  not  companies  or  siibcontractors  —  from 
all  known  local  sources,  including  word  of  mouth.   These 
five  MIS  professionals  worked  side-by-side  with  PH 
staff,  under  the  direction  of  PW  management.   All  five 
executed  contemporaneous  RTC  Fitness  and  Integrity 
Certifications  for  PW.   (Ms.  Murphy  was  a  PW  employee  at 


11  See  Restatement  (Second)  op  Contracts  S  346(2)  ("If  the 
breach  caused  no  loss  ...  a  small  sum  fixed  without 
regard  to  the  amount  of  loss  will  be  awarded  as 

nominal  damages") . 
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the  beginning  of  the  HomeFed  engagement.   After  she 
started  on  the  project,  she  left  the  direct  employ  of  PW 
but  PW  asked  her  to  stay  on  as  a  consultant  for  purposes 
of  continuity,  as  well  as  the  high  quality  of  her  work.) 

Hugh  Cooper  and  Richard  Fox  were  specially-skilled  staff 
with  prior  experience  specifically  relevant  to  the 
HomeFed  project.   Mr.  Cooper  had  started  up  the  HomeFed 
copy  center  operation  for  Grant  Thornton  and  the  RTC 
prior  to  PW's  engagement.   His  experience  with  the 
operation,  along  with  his  extensive  S&L  background, 
greatly  facilitated  the  RTC-mandated  transition  from 
Grant  Thornton  to  PW.   Mr.  Fox,  a  former  PW  audit 
manager,  had  performed  due  diligence  work  prior  to  the 
HomeFed  engagement.   This  made  him  particularly  well 
qualified  to  work  on  the  due  diligence  quality  control 
function  that  PW  performed  at  HomeFed.   RTC  managers 
specifically  approved  PW's  inclusion  of  Mr.  Fox  on  PW's 
quality  control  team.   Scott  Pearlman  was,  just  prior  to 
his  deployment  to  the  HomeFed  project,  a  PW  employee. 
PW  kept  him  on  the  project  as  a  consultant  for  several 
weeks  to  get  the  quality  assurance  operation  up  and 
running.   Messrs.  Cooper,  Fox  and  Pearlman  likewise 
executed  contemporaneous  RTC  Fitness  and  Integrity 
Certifications  for  PW. 

PW  trusts  that  this  additional  information  will  satisfy 
any  concerns  you  might  have  about  PW's  reasons  for 
hiring  these  eight  consultants,  all  of  whom  it 
integrated  into  its  own  workforce,  and  what  services 
these  individuals  rendered  on  the  project. 

2.    CoBaents  on  Alleged  "E»caaaiv  Overtime  for 
Subcontracted  Clerical  Labor."  Your  August  20  letter 
questions  $202,419  of  alleged  "excessive  overtime"  by 
clerical  labor  on  the  HomeFed  project.   Your  letter 
assumes  that  clerical  personnel  worked  "8-hour  shifts." 
Based  upon  that  premise,  you  conclude  that  any  clerical 
time  worked  in  excess  of  eight-hour  days  must  have  been 
"excessive"  and  should  be  disallowed. 

a.    The  RTC  has  no  legal  baaia  for  its  position. 

As  you  acknowledged  at  our  September  9  meeting,  there  is 
no  statutory,  regulatory  or  RTC  contractual  principle 
that  limits  an  RTC  contractor's  clerical  workers  to 
eight-hour  days,  or  that  allows  the  RTC  to  stop  paying  a 
time-and-materials  contractor  at  the  end  of  an  eight- 
hour  day.   In  a  time-and-materials  contract,  the  issue 
is  the  actual  number  of  hours  the  contractor  worked,  not 
how  many  hours  the  government,  in  retrospect,  believes 
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the  contractor  should  have  vor)ced.   See  note  4  siJEca  and 
accompanying  text.   There  Is  absolutely  no  basis  upon 
which  the  RTC  could  lawfully  decline  to  pay  PW  for 
clerical  "overtime." 

Indeed,  under  a  time-and-materials  contract,  there  is  no 
such  thing  as  "overtime,"  unless  the  government  has 
agreed  to  pay  the  contractor  a  premium  rate  for  such 
time. 12   In  the  absence  of  such  an  agreement,  the 
government  is  only  obliged  to  pay  the  contractor  the 
agreed-upon  category  rates  set  forth  in  the  contract  for 
all  hours  worked.   The  contractor,  not  the  government, 
is  liable  to  employees  for  any  applicable  overtime  pay 
or  shift  differential. 

Because  the  Contract  placed  the  marginal  financial  risJc 
of  overtime  on  PW,  not  the  RTC,  it  is  not  surprising 
that  the  Contract  did  not  contain  any  limit  on 
"overtime,"  any  requirement  that  PW  obtain  the  RTC's 
permission  before  having  its  clerical  staff  work 
"overtime, "1^  or  any  obligation  to  keep  more  detailed 
records  of  work  performed  on  "overtime"  than  work 
performed  on  regular  shifts.   Any  attempt  by  the  IG  to 
penalize  PW,  after-the-fact,  for  failing  to  keep  records 
that  were  neither  contractually  required  nor  reasonably 


12 Compare  FAR  52.232-7(a) (3)  ("Unless  the  Schedule 

prescribes  otherwise,  the  hourly  rates  in  the  Schedule 
shall  not  be  varied  by  virtue  of  the  Contractor  having 
performed  work  on  em  overtime  basis.  ...   If  the 
Schedule  provides  rates  for  overtime,  the  premium 
portion  of  those  rates  will  be  reimbursable  only  to 
the  extent  the  overtime  is  approved  by  the  Contracting 
Officer")  . 

13 In  cost-reimbursement  contracting,  it  is  common  for 
the  contract  to  require  the  contractor  to  obtain  the 
government's  permission  before  asking  its  employees  to 
work  overtime.   That  is  because  the  government,  not 
the  contractor,  must  pay  any  overtime  premium  that  is 
paid  to  the  employee.   The  same  principle  applies  to 
the  overtime  premium  portion  of  time-and-materials 
contracts  if  the  contract  provides  for  overtime  rates 
different  than  standard  rates.   Such  is  not  the  case 
under  a  time-and-materials  contract,  such  as  the 
HomeFed  contract,  which  sets  forth  category  labor 
rates  that  do  not  vary  in  overtime  situations. 
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necessary  for  Contract  performance  would  be  arbitrary 
and  capricious.   For  all  of  these  reasons,  the  "clerical 
overtime"  issue  is  not  a  legitimate  audit  issue. 

b.   The  olTic»l  "ovrti^e"  is  lustifiable.   The 
total  billings  for  clerical  temporary  services  through 
September  30,  1992  were  in  excess  of  $4  million,  of 
which  approximately  $200,000  was  for  services  rendered 
in  excess  of  eight  hours  per  day.   By  simple 
calculation,  it  is  clear  that  the  so-called  "overtime" 
component  aunounted  to  only  five  percent  of  the  clerical 
services. 1*  This  insignificant  amount  of  "overtime"  in 
the  context  of  the  engagement  as  a  whole  was  entirely 
reasonable  under  the  circumstances,  particularly  where 
(as  we  demonstrate  below)  many  clerical  staff  had 
responsibilities  that  required  them  to  work  more  than 
eight  hours  per  day. 

Further,  as  our  counsel  advised  you  at  the  September  9 
meeting,  virtually  all  of  the  clerical  "overtime"  falls 
into  one  of  two  perfectly  reasonable  categories: 

i.    The  work  of  aupervisorv  clerical 
employees  was  not  limited  to  eight-hour  shifts,  as  your 
letter  assumes.   Area  supervisors  generally  worked 
shifts  of  approximately  12  hours  per  day  (sometimes 
more,  sometimes  less)  to  ensure  continuity  and  quality 
control.   Although  shift  and  crew  supervisors  did  not 
have  to  work  12  hours  per  day,  they  usually  did  have  to 
work  longer  than  eight  hours  per  day  to  fulfill  their 
responsibilities;  occasionally  this  required  more  than 
12 -hour  days  to  get  the  job  done.   By  way  of  example, 
RemedyTemp  has  identified  Jose  Acosta,  Margarita 
Barrera,  Robert  Butte,  Cheryl  Cray  and  Sharon  Oavis  as 
area  supervisors,  and  David  Dextradeur,  Anthony  Dision, 
Jerome  Green,  George  Guerra  and  Cleve  Home  as  shift  and 
crew  supervisors.   The  eurea  supervisors'  time  generally 
approximates  12  hours  per  day,  and  the  crea  and  shift 

14  Even  assuming  that  the  balance  of  the  $4  million  of 
clerical  services  was  based  on  full  eight-hour  days, 
the  so-called  "excess  overtime"  would  raise  the 
average  workday  to  only  8.4  hours.   In  fact,  since  the 
balance  of  $4  million  in  services  must  have  included 
workdays  that  averaged  somewhat  less  than  eight  hours 
per  day,  the  aggregate  is  likely  to  be  significantly 
less  than  an  average  of  8.4  hours  per  day. 
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supervisors'  tine  generally  exceeds  eight  hours  per  day. 
He  believe  that  this  supervisory  clerical  "overtime"  is 
perfectly  reasonable  in  light  of  the  functions  that 
these  persons  performed .   We  do  not  believe  that  there 
is  any  basis  for  the  IG  to  guestion  the  legitimacy  of 
the  longer-than-usual  workdays  that  PW  expected  of  these 
supervisory  clerical  employees. 

ii.   The  work  of  non-suBerviaorv  clerical 
■■pioyf  sometimes  required  them  to  work  more  than 
eight  hours  per  day.   At  times,  the  volume  of  the  work 
simply  required  non-supervisory  clerical  "overtime"  to 
accomplish  everything  that  had  to  be  done.   In  light  of 
the  time  demands  of  the  job  and  the  irregular  flow  of 
work  to  PW,  which  PW  could  not  control,  it  is  not 
surprising  that  "overtime"  was  sometimes  required.   Even 
on  days  when  the  workflow  was  more  regular,  non- 
supervisory  clerical  employees  would  have  acted 
irresponsibly  if  they  had  simply  left  their  work 
stations  when  the  clock  struck  "eight."  PW  expected 
such  clerical  workers  either  to  finish  copying  the  files 
they  had  started  before  their  shift  ended,  or  to  spend 
enough  transitional  time  with  their  successors  to  guard 
against  errors  that  might  otherwise  be  caused  by  the 
shift  change.   Thus,  it  is  not  surprising  that  clerical 
employees  often  had  to  work  fractional  hours  of 
"overtime."   Such  time  was  logged  in  a  responsible 
effort  to  ensxire  high-quality  work.   We  believe  that 
this  non-supervisory  clerical  "overtime"  is  perfectly 
reasonable  in  light  of  the  uneven  workflow  on  the 
HomeFed  project  and  RTC's  quality  expectations  for  this 
job.   We  do  not  believe  that  there  is  any  basis  for  the 
IG  to  question  the  legitimacy  of  this  "overtime"  by  non- 
supervisory  clerical  employees. 

3.    CQ—ants  on  Alleged  "Btoeasiv  QvertiMe  for  Pric» 
■aterhou»e  gmploveea  and  flubcontracf  d  Prof  SSJOBal 
Personnel. "  Your   August  20  letter  questions  $177,339  of 
alleged  "excessive  overtime"  by  PW  and  temporary  (not 
"subcontracted")  professional  staff  on  the  HomeFed 
project.   Your  letter  assumes  that  professional 
employees  cannot  maintain  "a  sufficiently  high  level  of 
concentration"  after  12  hours  of  work  to  be  worthy  of 
their  respective  billing  rates.   Based  upon  that 
premise,  you  conclude  that  any  professional  time  worked 
in  excess  of  12-hour  days  must  have  been  "excessive"  and 
should  be  disallowed. 

a.    The  RTC  has  no  legal  basis  for  its  position. 

As  you' acknowledged  at  your  September  9  meeting  with  our 
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counsel,  there  is  no  statutory,  regulatory  or  RTC 
contractual  principle  that  llnlcs  an  RTC  contractor's 
professional  employees  to  12-hour  days,  or  that  allows 
the  RTC  to  stop  paying  a  time-and-materials  contractor 
at  the  end  of  a  12 -hour  day.   Nor  did  the  Contract 
contain  any  requirement  that  PW  obtain  the  RTC's 
permission  before  having  its  professional  staff  work 
"overtime."   In  a  time-and-materials  contract,  the  issue 
is  how  many  hours  the  contractor  spent  in  performance, 
not  how  many  hours  the  government  later  asserts  it 
should  have  spent.   See  note  4  aniO^   and  accompanying 
text.   Thus,  there  is  absolutely  no  basis  upon  which  the 
RTC  could  lawfully  decline  to  pay  PW  for  professional 
"overtime." 

For  the  same  reasons  set  forth  in  2. a.  above,  there  is 
no  such  thing  as  professional  "overtime"  in  the  HomeFed 
Contract.   Moreover,  any  attempt  to  penalize  PW  for  not 
having  detailed  records  of  exactly  what  work  a 
professional  employee  was  doing  betwen  hours  14  and  16 
on  a  particularly  heavy  day,  for  example,  would  be 
arbitrary  and  capricious  because  there  was  no 
contractual  or  other  legal  requirement  to  keep  such 
records  in  the  first  place.   For  all  of  these  reasons, 
the  "professional  overtime"  issue  is  not  a  legitimate 
audit  issue. 

b.    The  IQ's  Doaition  in  this  c«s»  is  blataatlv 
JBgonsistent  with  the  position  it  has  tmlcen  in  another 
professional  services  cas«.   The  IG's  position  in  this 
case  is  shockingly  different  from  the  position  it  took 
in  connection  with  the  audit  of  a  time-and-materials 
contract  with  the  law  firm  of  Cravath,  Swaine  t   Moore, 
which  the  RTC  hired  to  render  legal  services  to  the  RTC. 
In  Audit  Report  A92-034  dated  September  28,  1992,  your 
office  commented  as  follows: 


In  reviewing  Cravath 's  bills  for 
professional  fees,  we  noted  that  an 
associate  attorney  had  chzurged 
FDIC/RTC  for  a  26-hour  day.   We 
therefore  question  the  $360 
overcharge  (two  hours  at  $180,  the 
hourly  rate  for  associate 
attorneys) .   We  found  several  other 
instances  where  Cravath  attorneys 
claimed  between  2  0  and  2 4 -hour  days 
and  although  we  have  serious 
reservations  about  the  effectiveness 
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of  individuals  working  these  types 
of  hours,  we  did  not  question  anv  of 
the  charges. 


Resolution  Trust  Corporation,  Office  of  the  Inspector 
General,  "Legal  Fees  Paid  to  Cravath,  Swaine  t  Moore," 
Audit  Report  A92-034  (Sept.  28,  1992)  at  14  (emphasis 
added) . 

There  is  absolutely  no  principled  basis  upon  which  your 
office  can  conclude  that  lawyers  can  charge  20-24  hours 
per  day  before  they  are  unworthy  of  their  hourly  rates, 
while  accountants  and  other  professionals  are  presumed 
to  loose  their  value  as  the  providers  of  high-quality 
sevices  at  the  12-hour  point.   Such  a  lack  of  even- 
handed  treatment  among  professions  is  a  paradigm  exeunple 
of  the  arbitrary  and  capricious  standards  employed  in 
the  IG's  August  20  letter. 

Just  as  important,  the  IG's  treatment  of  this  subject  is 
thoroughly  offensive  to  the  men  and  women  of  PW  who 
worked  on  the  HomeFed  engagement.   This  project  was 
staffed  by  hundreds  of  PW  employees  whose  attitude 
embodies  the  very  essence  of  professionalism:  they  do 
what  is  required  of  them,  regardless  of  the  hours  they 
must  work  and  the  sacrifices  they  must  oiake  to  their 
personal  lives,  to  meet  the  needs  and  time  deadlines  of 
their  clients. 

The  IG  can't  have  it  both  ways.   If  PW»s  work  had  to  be 
conducted  in  the  "deadline  driven  atmosphere"  about 
which  the  IG  has  complained  so  much  to  the  Congress, ^^ 
then  the  RTC  cannot  in  fairness  fault  PW  for  the  heroic 
efforts  of  its  professionals  who  tried  —  and  succeeded 
—  in  meeting  the  RTC's  demzmds,  whatever  the  IG  may 
retrospectively  think  of  the  wisdom  of  those  demands. 
For  this  kind  of  professional  effort,  the  IG  owes  PW  its 
compliments,  not  its  criticism. 


IS  ADAIR  SENATE  STATEMENT  at  9  ("The  deadline  became  RTC's 
goal");  id.  at  16  ("A  deadline  was  set,  and  to  meet 
this  deadline,"  good  contracting  practices  were  not 
followed) ;  id.  at  18  (HomeFed  was  "a  case  study  of  a 
deadline  driven  organization"  operating  in  a  "deadline 
driven  atmosphere") . 
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c.    Th«  prof  alonal  "ovrtlHa"  1« 

jii«tifi«tol«.   In  an  effort  to  address  this  Issue 
pragmatically,  PH  has  attempted  to  correlate  the 
professional  "overtime"  In  excess  of  12-hour  days  which 
the  IG  has  questioned  to  the  bl-veekly  time  periods  for 
this  engagement.   As  you  can  see  from  the  chart  below, 
most  of  this  professional  "overtime"  corresponds  to  time 
periods  during  the  first  few  months  of  the  job,  %rhen  the 
RTC's  demands  on  PH  were  extraordinary.^'  As  the  RTC's 
original  September  30  deadline  for  the  sale  of  HomeFed 
was  zUsandoned  and  the  Intensity  of  the  engagement  was 
reduced,  the  need  for  professional  "overtime"  was 
likewise  reduced. 


an«-soi 


tnt-tao 


7n6-701 

Pay  Period 


llll«HW>l«< 


^■^See  also  the  bi-weekly  reports  that  PW  prepared  at  the 
request  of  the  RTC's  senior  management  in  Washington, 
D.C.,  detailing  exactly  what  services  were  rendered 
during  each  billing  period. 
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The  extra  time  devoted  by  PW's  professional  employees 
demonstrates  not  that  they  had  nothing  better  to  do,  but 
that  they  rose  to  the  occasion  of  the  RTC's  needs.   As 
the  RTC's  own  employees  who  worked  more  than  12-hour 
days  should  be  able  to  tell  you.l'  the  professionals 
assigned  to  this  project  did  not  work  in  "shifts."  The 
persons  who  were  responsible  for  meeting  the  RTC's 
requirements  met  them,  no  matter  how  long  they  had  to 
work  and  how  much  of  their  personal  lives  they  had  to 
sacrifice  to  do  it. 

As  our  counsel  told  you  in  the  September  9  meeting,  we 
cannot  tell  you  exactly  what  each  professional  was  doing 
dxiring  each  hour  of  each  day  —  that  was  not  the  way  PW 
kept  its  time  records  or  the  way  the  RTC  asked  PW  to 
keep  them.   Nonetheless,  we  believe  that  there  is  a 
sufficient  and  obvious  correlation  between  the 
questioned  "overtime"  hours  and  objectively  verifiable 
project  workload/deadlines  to  demonstrate  that  our 
professional  employees  were  not  simply  "logging  time," 
as  you  phrased  it  during  your  September  9  meeting  with 
our  counsel. 

4.    comitaHta  on  "Billing*  for  Price  Waterhouae 
umploveea  and  fluboontraBte d  Prof ssicnal  Personnel  Who 
nri'M  HlnlF"*^  involvemeitt  with  the  Project."  Your 
August  20  letter  questions  $79,083  in  fee  €md  expense 
billings  for  professional  staff  members  "who  either 
charged  minimal  hours  per  pay  period  to  the  project  or 
were  assigned  to  the  project  for  only  a  short  period  of 
time."   Your  letter  assumes  that  the  individuals  and 
hours  listed  on  your  Enclosure  IV  reflect  staff  tiirnover 
and  inefficiency  which  should  not  be  charged  to  the  RTC 
because  it  is  questionable  "whether  an  individual 
brought  on  site  for  a  short  time  could  produce  tangible 
results . " 

a.    The  RTC  hee  no  legal  basis  for  its  position. 

As  you  acknowledged  at  your  September  9  meeting  with  our 
counsel,  there  is  no  statutory,  regulatory  or  RTC 
contractual  principle  that  requires  the  employees  of  RTC 
contractors  to  bill  a  minimum  number  of  hours  to  an 
engagement  in  order  to  bill  any  time  to  it.   Indeed,  the 

I'As  you  admitted  during  our  September  9  meeting,  the 
RTC's  own  on-site  employees  who  supervised  PW's  work 
sometimes  logged  more  than  12-hour  days. 


221 


Mr.  Kurt  W.  Hyde 
October  1,  1993 
Page  20 


# 


Board  of  Contract  Appeals  has  rejected  siBilar 
"productivity"  arguments  in  the  context  of  a  time-and- 
materials  contract.   See  note  4  aiUZEA*   Thus,  there  is 
absolutely  no  basis  upon  which  the  RTC  could  lawfully 
decline  to  pay  PW  for  this  time. 

b.  The  IP's  audit  position  is  ineonsiste nt  with 
tta  previous  publio  stateaents  and  Congressional 
»««»iff?IVYt   In  a  previous  audit  report  emd  its  three 
appearances  before  Congressional  hearings  this  year,  the 
IG  —  in  sharp  contrast  to  the  RTC  officials  who  were 
responsible  for  this  project  —  has  characterized  PH's 
work  at  HomeFed  as  mere  "photocopying  tasJcs"  for  which 
"the  services  of  an  international  accovmting  firm  were 
not  needed.  "^B  It  is  not  apparent  what  principled  basis 
the  IG  has,  in  the  current  context  of  this  audit,  to 
contend  that  PH's  services  at  HomeFed  were  so 
complicated  that  professional  employees  had  to  spend  at 
least  several  days  of  "get [ting]  up  to  speed"  before 
they  could  be  of  sufficient  value  to  the  project  to 
justify  their  rates.   The  IG  cannot  have  it  both  ways. 
Either  this  issue  is  not  a  legitimate  audit  issue,  or 
the  IG  needs  to  retract  a  number  of  previous 
inflammatory  public  and  Congressional  statements. 

c.  The  identified  time  charges  are  instifiable. 
As  we  advised  you  at  ovir  September  9  meeting,  virtually 
all  of  the  questioned  time  falls  into  one  of  the 
following  categories: 

i.    gfni9r  flUTHTtTITPt  time  —  The  services 
that  these  individuals  rendered  to  the  RTC  on  the 
HomeFed  engagement  do  not  fit  the  stereotype  that  you 
had  in  mind  when  you  wrote  your  August  20  letter  — 
professional  employees  who  were  relocated  to  San  Diego 
for  full-time  assignment  to  the  project,  whom  you  posit 
had  to  take   several  days  to  "get  up  to  speed"  before 
they  could  mzJce  a  real  contribution  to  the  project. 


IB  Resolution  trust  corporation,  omcs  of  tbb  Inspector  general, 
"RTC's  Management  and  Continuity  Contractor  Contract  with  Price 
Waterhouse,"  Audit  Report  A93-045  (June  25,  1993),  at 
27.   See  also  Adair  Senate  Statement  at  2  ("RTC  has  paid 
.  .  ,  for  an  accounting  firm  to  perform  what  are 
essentially  photocopying  services");  id.  at  16  ("the 
services  of  approximately  700  members  of  an  accounting 
firm  were  not  necessary  for  photocopy  services"). 
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Putting  aside  the  inaccuracy  of  that  assunption,  the 
time  devoted  by  the  PH  partners,  principals  and  senior 
managers  does  not  fit  that  stereotype,  and  it  never  did. 

When  a  client  engages  PH,  it  expects  that  it  is  also 
purchasing  quality  control  and  strategic  guidance  for 
the  project  from  senior  professionals.   It  also  expects 
a  firm  such  as  PW  to  make  available  specialized 
consulting  skills  for  a  project,  but  only  to  the  extent 
required.   The  fact  that  a  number  of  PW  professionals, 
most  of  them  fairly  senior,  devoted  the  hours  for  which 
they  were  needed  —  but  no  more  —  to  the  HomeFed 
project  should  be  complimented,  not  questioned,  by  the 
IG. 

ii.   Oecaaional  work  perforaed  bv  local  staff 

members .   On  a  number  of  occasions,  PW  requested  local 
staff  members  who  were  not  assigned  to  the  project  full- 
time  to  help  with  tasks  on  which  several  days  time  were 
not  required  to  "get  up  to  speed."   PW  believed  that 
this  was  the  responsible  way  to  manage  the  job,  rather 
than  leave  a  task  unperformed  or  inctir  significant 
travel  expenses  of  bringing  in  a  staff  member  from 
outside  the  locality  to  do  the  work.   PW  trusts  that  the 
ZG  is  not  now  suggesting  otherwise.   A  number  of  San 
Diego  emd  other  California-based  PW  staff  were  detailed 
to  San  Diego  for  short  periods  of  time  for  this 
purpose.^'   In  addition  several  staff  members  in  the 
Detroit  area^o  and  the  Orlamdo  area^i  were  also  requested 
to  help  in  those  localities,  vrtiere  some  of  the  job  was 
performed . 


1' Justin  Bert,  Curtis  Boyle,  Russ  Clark,  Annette  Del 
Rosario,  Michael  Eggleton,  Fred  Flax,  Diana  Grxibbs, 
Lee  Ann  Hankard,  Douglas  Hendrix,  Tanya  Henry,  Louis 
Hernandez,  Vanessa  Jackson,  Anna  Liau,  Terri  Litzkow, 
Ron  McClure,  Glenn  Murdock,  Leon  Pawinski,  Kethleen 
Petsche,  Frederick  Pierce,  Anthony  Ranos,  Ian 
Sandland,  Patricia  Schaeffer,  J. A.  Scherbuy,  Keri 
Sorce,  Roxanne  Wittwer,  Angela  Milner  and  Kristin 
SanMartin 

20wilton  Holm  and  Joseph  Meisner. 

21 Karen  Gergick,  Carlene  Harris,  James  Hasler,  Kathleen 
Helms  and  Christine  Toutikian. 
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lii.  fftlff  ■W?>«g"  who««  ahort  tenure  on  the 
project  mm   ettributmble  to  the  RTC.   On  several 
occasions,  PW  had  to  "send  home"  staff  neabers  whom  it 
brought  to  San  Diego  to  wor)c  on  the  project  full-time, 
only  to  have  the  RTC  change  its  instructions  to  PW, 
delete  a  task  or  otherwise  render  the  staff  member's 
full-time  help  unnecessary.   PW  trusts  that  the  IG  is 
not  now  saying  that  these  situations  were  somehow  PW's 
"fault,"  or  that  PW  should  bear  financial  responsibility 
for  those  starts  and  stops  to  the  engagement.   Those 
staff  members  include:  Daniel  Autry,  Sean  Anglim  and 
Lisa  Duran. 

iv.   other  short-term  staffing  situationa.   In 
a  few  cases,  other  reasons  explain  why  a  PW  staff  member 
was  only  assigned  to  the  project  for  a  short  period  of 
time.   One  PW  staff  member  (Douglas  Troy)  had  to  be  sent 
home  due  to  a  medical  emergency.   One  PW  staff  member, 
Dave  D.  Jones,  a  LAN  technical  specialist  helped  install 
the  RIBS  LAN  in  the  San  Diego  office;  his  help  was  only 
needed  for  a  few  hours.   In  other  instances,  the  demands 
of  the  job  were  so  great  that  PW  assigned  staff  to  the 
project,  even  when  they  could  not  make  a  long  commitment 
to  the  project. 22  Whatever  de  minimis  impact  these 
situations  had  on  the  overall  cost  of  this  engagement  to 
the  RTC  must  merely  be  accepted  as  normal  for  a  massive 
time-emd-materials  contract. 

5.    comments  on  "Chanaee  in  Billing  Kates."  Your 
August  20  letter  questions  $75,933  of  PW  billings  for 
staff  members  who  were  billed  at  more  than   one  billing 
rate  during  the  course  of  the  engagement.  As  our 
counsel  advised  you  at  the  September  9  meeting,  these 
billings  fall  into  one  of  two  categories: 

a.    PW  Pr<»otion«.   In  mid-April  of  each  year, 
promotions  within  PW  are  announced,  effective  July  1, 
the  beginning  of  PW's  fiscal  year.  Those  promotions 
included:  K.  Cody  Hayasse,  John  M.  Kuttler  and  Mark 
Lewis.   In  our  revised  billings  to  the  RTC  for  the 
HomeFed  project,  we  reflected  those  promotions  in 
accordance  with  the  strict  category  billings  we  utilized 
in  the  revised  billings.   Your  letter  criticizes  that 


22These  individuals  include  Keith  Crowe,  Kristen 
Randolph,  Robert  Franzetta,  Edward  Crotty,  Thomas 
Baker  and  Stephanie  Runkle. 
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practice  by  embracing  a  "functional"  interpretation  of 
the  Contract's  hourly  rate  structure: 

In  our  opinion,  any  change  in 
billing  rate  must  be  justified  by  an 
appropriate  change  in  the  staff 
person's  responsibilities  at 
HomeFed,  such  as  aupervisina  more 
employees  and  performing  tasks  that 
require  increased  knowledge  and 
skill  levels.   An  internal  promotion 
is  not  sufficient  reason  for 
increasing  the  employee's  billing 
rate  to  RTC.   [emphasis  added] 

That  is  exactly  how  PW  originally  billed  the  HomeFed  job 

fxinctionally.   After  consultation  with  the 

contracting  officer, 23  pw  decided  to  revise  its  billings 
strictly  in  accordance  with  the  contractual  rates 
assigned  to  PW's  internal  staff  classifications. 

If  functional  billing  is  the  institutional  preference  of 
the  RTC  after  all,  the  RTC  will  have  to  expect  PW  to 
reinstate  hundreds  of  thousands  of  dollars  of  its  fees, 
which  had  previously  been  removed  from  the  bills  on  the 
assumption  that  the  RTC  wanted  it  that  way.   If  strict 
category  billing  is  what  the  RTC  wants,  that  is  what  the 
revised  bills  reflect.   But  the  IG  must  embrace  one 
Contract  interpretation  or  the  other;  the  IG  cannot  have 
it  both  ways. 

b.   PW  fltafg  Billed  l^wr  Than  Their  ADPropriaf 
emtieaorv  Rate.  The  IG  has  correctly  noted  that  some  PW 
staff  members  were  billed  at  more  than  one  rate,  but  the 
IG  is  wrong  in  assuming  that  the  lower  rate  was 
"correct"  and  the  higher  rate  was  "incorrect."   In  fact. 


23 RTC  contracting  officer  David  McDermott  advised  PW 
that,  in  the  absence  of  RTC  case-by-case  approval, 
either  before-the-fact  or  after-the-fact,  he  would 
expect  a  contractor  to  bill  the  RTC  in  accordance  with 
strict  internal  labor  categories. 


225 


Mr.  Kurt  W.  Hyde 
October  1,  1993 
Page  24 


# 


the  higher  rates  were  the  correct  rates. ^^  During  sone 
point  on  the  job,  PW  "functionally"  billed  the  RTC  for 
these  staff  at  lower-than-category  rates.   When  PW 
revised  all  billings  to  strict  category  rates  on  April 
30,  1993,  PW  nade  the  client-relations  judgment  not  to 
increase  the  billing  rates  for  these  individuals 
retroactively,  even  thought  that  is  what  a  strict 
category  billing  approach  would  require.   If  the  RTC 
would  prefer  accounting  purity  over  pricing  pragaatisa, 
the  RTC  will  owe  PW  $15,369  nore  than  the  revised 
invoices  through  September  30,  1992  reflect. 

6 .    e^pmaf^^a  on  'Hforlt  Performed  Off-Site."  Your 
August  20  letter  questions  $41,916  of  fees  for  services 
rendered  "off  site"  by  PW  managers  and  senior 
management.   Your  letter  assumes  that  physical  proximity 
to  the  job  site  was  necessary  for  these  admittedly 
senior  professionals  to  render  the  services  they  did. 
Based  upon  that  assumption,  you  "question  whether  the 
work  performed  off-site  tangibly  benefited  RTC." 

a.  The  RTC  has  no  legal  basis  for  its  position. 
As  you  ac]cnowledged  at  your  September  9  meeting  with  our 
counsel,  there  is  no  statutory,  regulatory  or  RTC 
contractual  principle  that  requires  professional  service 
contractors  to  render  their  services  at  a  particular 
physical  location.   If  the  nature  of  the  work  can 
reasonably  be  performed  elsewhere,  there  is  absolutely 
no  basis  upon  which  the  RTC  could  lawfully  decline  to 
pay  PW  for  these  hours  of  work. 

b.  The  identified  time  charges  are  justifiable. 
At  our  September  9  meeting,  you  narrowed  the  scope  of 
your  questions  to  nine  identified  instances.   Those  nine 
instances  are  explained  as  follows: 

•    Marc  Noe  developed  work-flow  diagrams  for 

programs  2md  systems  while  in  Virginia.  His 
did  not  need  to  be  in  San  Diego  to  do  that 
work  (he  did  some  MIS  work  on-site) ,  and  his 


2*The  staff  members  and  their  correct  rates  are:  Baron 
Black/$79;  Linda  Fulton/$79;  Christy  Relnhold/$134 ; 
Chris  Sansom/$79;  Kirk  Crawford/ $160;  Kristin 
Kirwan/S59;  Angela  Mllner/$39;  Page  Todson/$79; 
Frederick  Pierce/$160;  Steven  Scott/$79;  and  Roxanne 
Wittwer/$160. 
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ability  to  do  it  elsewhere  saved  the  RTC 
travel  costs.   [6/15/92  bill) 

Mark  O'Donnell  was  a  aeaber  of  the  due 
diligence  quality  control  team.   He  developed. 
RTC-required  reports  in  Mew  York.   He  did  not 
need  to  be  in  San  Diego  to  do  that  work,  and 
his  ability  to  do  it  elsewhere  saved  the  RTC 
travel  costs.   [9/30/92  bill] 

Mary  Ann  Power,  a  neober  of  the  senior 
management  team  who  spent  71  hours  on-site  in 
the  two-week  period  ended  June  15,  1992,  was 
able  to  devote  10  hours  of  consulting  time  to 
the  project  while  she  was  off -site.   During 
the  two-week  period  ended  June  30,  1992,  she 
spent  26  hours  on-site,  and  she  was  able  to 
devote  10  hours  of  consulting  time  to  the 
project  while  she  was  off-site.   Her  off-site 
time  included  consultations  on  setting  up  the 
microfilming  operation,  determining 
requirements,  designing  operations,  developing 
specifications  for  equipment,  processing, 
quality  control  and  staffing.   She  did  not 
need  to  be  in  San  Diego  to  do  that  consulting 
work,  and  her  ability  to  do  it  elsewhere  saved 
the  RTC  travel  costs.   [6/15/92  and  6/30/92 
bills] 

Jim  Rabenhorst  is  a  partner  in  the  firm's 
Bethesda,  Maryland  office  who  acted  as  the 
review  partner  for  the  HomeFed  engagement.   He 
had  been  involved  in  PW's  May  1992  proposal  to 
assume  responsibility  of  the  project  from 
Grant  Thornton.   Consequently,  he  was  familiar 
with  the  project  from  its  very  inception.  Mr. 
Rabenhorst *s  job  was  to  provide  senior 
management  advice  and  counsel  to  the 
engagement  teeun,  along  the  lines  discussed  in 
comment  4.c.i.  above,  intentionally  from  the 
perspective  of  someone  who  was  not  part  of  the 
day-to-day  management  of  the  project.   This 
"review  partner"  technique  is  part  of  PW's 
normal  quality  control  procedures  for  its 
major  engagements.   So  long  as  PW's  review 
partner  makes  occasional  visits  to  the  project 
site,  he  or  she  can  perform  that  function  and 
be  available  to  advise  on-site  management 
without  being' at  the  job  site  all  the  time. 
Mr.  Rabenhorst 's  availability  by  telephone, 
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electronic  communications  and  express  mall,  in 
a  variety  of  locations  throughout  the  United 
States,  saved  the  RTC  travel  costs.  [5/31/92, 
6/15/92  and  7/31/92  bills] 

•    Deborah  Rogers  was  a  member  of  the  senior 

management  team  and  vas  the  partner  in  charge 
of  the  due  diligence  quality  control  task. 
Her  function,  reviewing  procedures  and 
staffing  and  communicating  with  the  on-site 
manager  did  not  require  full-time  presence  in 
San  Diego.   Her  ability  to  do  this  work 
elsewhere  saved  the  RTC  travel  costs. 
(9/30/92  bill] 

•    Linda  Seitz  was  a  member  of  the  senior 

management  team  and  was  the  manager  of  the  due 
diligence  quality  control  task.   Her  work 
included  preparing  reports  to  the  RTC 
concerning  PW's  findings.   That  work  did  not 
have  to  be  performed  in  San  Diego.   Her 
ability  to  do  that  work  elsewhere  saved  the 
RTC  travel  costs.   [9/30/92  bill] 

7.  comments  on  "Subcontracted  Clerical  Labor  Billed 
Twice . "  PW  concxirs  with  your  office's  conclusion  that 
$15,555  was  inadvertently  billed  twice  for  certain 
clerical  labor,  although  PH  does  not  concur  with  your 
characterization  of  this  ledsor  as  "subcontracted." 

8.  Comments  on  "Bnbeontr acted  Clerical  Labor  Billed 
Before  Price  Waterhouae  Had  Contractual  Control  of  the 
subcontracted  Personnel."  PH  has  not  zmalyzed  this 
issue  due  to  its  de  minimis  dollar  impact  ($544)  . 

9.  comments  on  "Brnploveea  and  Subcontracted  Personnel 
Billed  for  More  Hours  Than  Reported  en  Their  Time 

Bhf  ts . "   PW  has  not  analyzed  this  issue  due  to  its  de 
minimis  dollar  impact  ($295) . 

10.  i^ifmmm^*;n   on  "Adjustment  for  Duplicated  Questioned 
costs . "  PW  has  not  analyzed  this  issue  due  to  its 
nature  as  a  credit. 


As  a  responsible  professional  service  firm  and 
government  contractor,  PW  took  the  initiative  to  resolve 
all  matters  that  it  thought  could  be  of  legitimate  audit 
interest  to  the  RTC  or  your  office.   Based  upon  your 
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personal  attendance  at  PW's  April  30,  1993  briefing,  you 
know  that  PH  voluntarily  rebilled  the  entire  HomeFed 
engagenent  to  give  effect  to  those  issues,  resolving 
each  of  them  in  the  RTC's  favor,  regardless  of  the 
analytical  aerit  of  the  position  the  RTC  would  have 
likely  asserted. 

Especially  against  this  backdrop,  PW  oust  reject 
substantially  all  of  the  IG's  comments  as  being 
"msJceweight"  issues  that  are  legally  without  basis  and 
factually  without  merit.   He  do  not  believe  that  the  16 
has  a  principled  basis  in  law  for  recommending,  or 
otherwise  inducing,  the  Office  of  Contracts  to  default 
in  paying  PW's  outstanding  bills  on  account  of  any  of 
these  comments.   PH  expects  full  payment  of  all  of  its 
outstanding  invoices. 


cc/w/encl. : 

Mr.  John  Tiemey  (RTC/Office  of  Contracts) 
Ronald  B.  Hauben,  Esq.  (PH/National) 
David  R.  Johnson,  Esq. (GD&C/DC) 
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TPS  Imaging  Subcontract 
August  7,  1992 
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7S0  B  Street.  Suite  2*00  Teiegnor.e  t 

Ut>  Oiego.  CA  97101 


Price  Waterhouse  fP 

VIA  FAX 

Fcbniary  26.  1993 

Mr.  Steven  J.  Metildi 
Dq)artment  Head 
Contract  Management 
CaJifomia  Office 
4000  MacArthur  Boulevard 
Newport.  CA  92660-2516 

Dear  Steve: 

As  you  requested,  we  are  providing  you  with  a  copy  of  Price  Waterhouse's  contract  (plus  two 
related  documents)  with  TPS  Imaging  Solutions,  the  microfilm  vendor  who  worked  for  us  on 
the  HomeFed  project.    Your  contact  at  TPS  will  be: 

David  Crowdcr 
President 

TPS  Imaging  Solutions 
1 10  Vista  Centre  Drive 
Forest.  VA  24551 
Tel:      804-385 ->600 
800-277-2771 
Fax:     804-385-4996 

Wc  have  notified  Dave  that  the  RTC  will  be  taking  over  the  contract.  He  is  available  to  answer 
any  questions  you  might  have. 

Yours  truly, 


Robert  I^c/me 

Enclosures:      TPS  Contract,  with  cover  letter  dated  June  18,  1992 

Addendum  to  June  18th  Proposal  dated  August  7,  1992 
TPS  letter  dated  October  21.  1992 

cc:        Cornell  Hills  (without  enclosures) 
Kitty  Russell  (without  enclosures 
Mary  Ann  Benson  (with  enclosurt: 
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June  18,  1992 


Mr .  Rob  Jerome 

Partner 

Price  Waterbouse 

530  Fifth  Avenue 

New  York.  MY   10036 


Dear  Mr.  Jerome: 


Thank  you  for  the  opportunity  to  present  our  proposal  for 
the  microfilming  services  to  be  provided  for  you  in  downtown  San 
Diego.   With  the  magnitude  of  this  project,  and  the  nature  of  the 
"unforgiving"  deadlines,  our  management  team  has  designed  what  we 
feel  to  be  the  most  efficient  workflow  that  still  assures  quality 
control.   We  have  taken  our  unique  experiences  in  similar 
projects  (especially  our  most  recent  successful  conversion  in 
Richmond  with  Grant-Thornton)  to  assure  the  neceBsarv  control  and 
lines  of  communications  between  Price  Waterhouse  and   TPS  are  in 
place. 

Thank  you  for  your  time  and  we  look  forward  to  serving  you. 


Sincerely, 

Dave  Crowde: 
President 

DLC:mjr 


no  Vista  Centre  Drive  .  Forest.  VA  24551  •  '8041  385-1600  •  <8001  277-2771  •  rAX  (804)  28S":995 
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CURREHT  SITUATION; 


Price  Waterhouae  is  responsible  for  the  microfilming  of 
approximately  7  million  to  10.4  million  pages  of  loan  files  for 
the  RTC  in  the  San  Diego  area.   Each  loan  will  average 
approximately  2000-3000  pages  with  a  loan  having  the  ability  of 
being  as  large  as  20-30  boxes.   The  conversion  of  the  pages  to 
microfilm  is  for  the  purpose  of  archiving  these  records  according 
to  RTC  procedure.   At  this  point,  it  is  estimated  that  75%  of 
these  pages  are  from  the  original  files  and  25%  have  been  copied. 
The  copied  pages  are  one-sided  and  free  from  staples ,  paper 
clips,  and  other  characteristics  common  to  "original  files." 

Because  of  the  nature  of  these  files  "and  the  involvement  of 
the  RTC,  these  files  cannot  be  removed  from  the  client  site  in 
downtown  San  Diego.   It  is  assumed  that  there  is  appropriate 
space  to  perform  all  document  preparation,  microfilming,  document 
reconstruction  (of  the  original  files),  and  quality  inspection. 
The  entire  project  must  be  completed  by  September  2,  1992. 

II.  PROPOSED  SOLUTION; 

TPS  Imaging  Solutions  will  provide  the  necessary  supervisory 
personnel  and  equipment  to  convert  the   estimated  number  of  pages 
to  16mm  roll  microfilm.   Price  Waterhouse  will  provide  all 
temporary  personnel. 

♦Staff:   Operations  will  be  24  hours  a  day  (three  shifts), 
Monday  through  Saturday.   Each  shift  will  have  a  "Shift  Leader" 
who  is  a  TPS  Imaging  Solutions  employee.   He  will  need 
approximately  50-60  people  on  the  first  shift,  40-45  on  the 
second  shift,  and  30-35  on  the  third  shift  (these  temporaries 
provided  by  Price  Waterhouse )  .   Each  shift  will  be  broken  down 
into  teams  of  ten  -  each  team  having  its  own  "team  leader. "   The 
team  leader  is  a  higher  paid  individual  with  previous  experience 
in  the  training  and  supervising  of  personnel  in  similar  projects 
(these  are  also  temporaries  provided  by  Price  Waterhouse).   The 
team  leaders  will  report  production  averages  and  quality  issues 
to  the  particular  Shift  Leader  on  a  regular  basis  throughout 
their  shift.   The  Shift  Leader  is  responsible  for  the  overall 
production  and  quality  of  teams  and  front-line  communication  with 
Price  Waterhouse  employees  regarding  workflow,  prioritizing 
applications,  and  the  scheduling  of  temporcuries.  The  Shift 
Leaders  will  have  daily  communication  with  the  Project  Manager. 
The  Project  Manager  will  have  complete  responsibility  for  the 
production  of  the  project  and  will  be  on-site  for  the  first 
several  weeks  and  then  on  an   incremental  basis  throughou*  the 
comnletion  of  the  conversion. 
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*Eqaipman^:   TFS  Imaging  Solu'tions  will  provide  18-20 
plane'tary  cameras  and  3  inspection  s'ta'tions  on-site  throughou't 
the  length  of  the  project.   At  least  two  o£  the  cameras  will  be 
Minolta  DAR  2800  automatic  planetaries  to  be  used  on  the  clean 
one-sided  copies.   We  have  immediate  availability  of  up  to  16 
additional  planetaries  at  one  of  our  suppliers'  sites  and 
unlimited  other  planetaries  from  the  manufacturers  with  10  days 
notice.   Based  on  the  qucuitities  presented 7  however,  we  feel  the 
18-20  cameras  will  assure  the  meeting  of  the  deadline.   All 
cameras  will  have  the  ability  to  produce  eye-readable  frame 
numbers  on  the  microfilm  and  produce  single— lenrel  blips  under 
each  page.   Due  to  the  nature  of  the  files,  wa  have  determined  it 
to  be  more  prudent  to  contract  a  "locetl"  Fuji  accredited 
lauboratory  (which  must  meet  the  same  stringent  control 
requirements  which  we  meet  in  our  aiccredited  laboratory  in 
Lynchburg,  Virginia)  for  processing  services  and  to  also  provide 
the  inspection  of  the  microfilm  on-site.   This  will  allow  for 
quicker  reconstruction,  and  thus,  quicker  re-entry  of  the  file 
into  the  system  for  eiccess. 

*X<ayaut:   For  proper  worJcflow  and  the  mofft  efficient 
workplace  possible,  we  would  recommend  a  "'•'"•'"""  of  3500  square 
feet  and  would  like  to  have  4S00  to  5000  square  feet,  if 
possible. 


III.  SPECIFICATIONS 


1.  TPS  Imaging  Solutions  will  convert  approximately  7  million  to 
10.4  million  loan  file  pages  to  16fflm  silver  halide  roll  microfilm 
by  September  2,  1992  while  on-site  in  downtown  San  Diego. 

2.  All  original  files  will  prepared  for  filming.   Proper 
document  preparation  includes  the  removal  of  all  sHaples  and 
paper  clips,  taping  torn  edges,  preparation  of  necessary  eye- 
readable  pages  to  indicate  the  beginning  of  a  new  section  of  a 
file,  and  the  preparation  of  the  index  which  will  follow  the 
pages  to  the  camera  for  the  completion  of  frame  numbers  by  the 
camera  operator. 
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3.  All  copied  pages  are  assumed  to  be  8.5"xl4"  and  free  from  the 
document  preparation  procedure  with  the  exception  of  the 
preparation  of  eye-readables  and  the  index.   It  is  also  assumed 
thau  the  copied  pages  are  100%  one-sided. 

4.  All  pages  will  be  converted  to  16mm   silver  halide  microfilm 
at  a  32x  reduction  via  state-of-the-art  planetary  cameras.   All 
film  will  carry  a  mi n i Tmini  of  175  l.p.m.  in  resolution,  and  will 
carry  a  donsity  of  1.05,  +or-  .05. 

5.  Methylene  blue  tests  will  be  provided  to  assure  the  archival 
quality  of  the  microfilm. 

6.  Bach  microfilm  image  will  be  identified  by  the  unique  number 
beside  it  on  the  film  provided  by  the  sequential  frame  number 
feature  of  each  camera.   The  first  page  of  each  loan,  along  with 
the  first  page  of  each  section  of  the  loan  will  be  recorded  on 
the  index.   This  index  will  then  be  data  entered  emd  provided  to 
Price  Waterhouse  already  loaded  in  a  simple  CAR  (computer 
assisted  retrieval)  software  pacJcage  for  uploading  to  any 
personal  computer.   A  hardcopy  index  will  also  be  provided  at  the 
end  of  the  project. 

7 .  All  microfilm  images  will  be  inspected  to  assure  that  they 
meet  or  surpass  the  above  specifications.   Any  images  not  found 
to  meet  these  specifications,  will  be  refilmed  at  our  cost. 

8.  The  completed  original  16mm  microfilm  will  be  returned  in 
black  plastic  boxes  with  the  appropriate  labeling.   They  will  be 
wound  on  "white"  reels  with  appropriate  treuJ.er  holders  for  use 
in  automatic  load  retrieval  devices. 

9.  Diazo  roll  film  duplicates  are  available  at  your  request. 
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PRICING; 

ITEM  EST  VOL         PRICE*       EST  TOT 

ISimn  plfmetary  images  2,600,000       $.025  ea.   $65,000 

f clean  eopiaa I 

16mm  planetary  images         7,800,000      $.0312  ea.   $243,360 
(original  f ilea > 

16mm  roll  film  diazo  duplicates   4000        $7.50  ea.    $30,000 

♦Price  remains  constant  throughout  the  project.  The  actuaul  total 
will  be  dictated  by  actual  volume.   Terms  are  net  15,  1%10.  If 
the  project  surpasses  September  2,  and  it  is  agreed  that  this 
was  out  of  the  control  of  TFS  Imaging  Solutions,  a  per  diem  of 
$350.00  will  be  charged  until  project  coopletian.   TFS  Imaging 
Solutions  will  perform  this  project  under  the  "cap"  of  3235  hoars 
per  1  million  images.   Any  temporary  hours  over  this  "cap",  we 
will  pay  for. 

General  Conditions  regarding  the  use  of  Temporaries; 

1.  TPS  Imaging  Solutions  can  expect  full  cooperation  with  Price 
Waterhouse  in  the  hiring,  dismissal,  and  timely  (within  24  hours) 
replacement  of  personnel  for  the  length  of  this  project. 

2.  TPS  Imaging  Solutions'  Shift  Leaders  will  be  given  ample 
notice  for  requests  for  people  when  Price  Waterhouse  needs  to 
move  temporaries  to  other  operations. 

3.  TPS  Imaging  Solutions  Shift  Leaders  will  have  the  opportunity 
of  choosing  which  temporaries  leave  the  microfilm  operation  to 
fund  other  operations  when  requested  from  Price  Waterhouse. 

Please  sign  below  to  show  acceptemce  of  the  contents  of  this 
proposal. 

Price  JWate^ouse  TFS  Imaging  Solutions 

Bv   -y^-^i^S^ 


Uame^^A/p)e->^/'   ^"7^/~p  r-?? €-             Name  A^.J  L.Cz^.Je<. 
title^^^^ Title    ;^«,,y>:7"' 


Date  ^/l  /^l- Date    i»M/9-^ 
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ADDENDUM  TO  JUNE  18TH  PROPOSAL 
August  7,  1992 

SECTION  I  -  REVISED  UNIT  PRICES  FOR  THE  PROJECT 

August  10  through  October  12,  1992: 
TPS  Supplies  the  Temporary  Employees 

At  your  request,  the  following  are  prices  for  the  microfilming  project  if  TPS 
supplies  all  temporary  labor  from  August  10  through  October  12,  1992.    During  this 
time,  we  expect  to  film  approximately  2,812,000  images  of  asset  files  and  approximately 
295,000  asset  file  updates.   To  date,  approximately  1,791,100  Images  have  been  filmed. 
All  Investor  files  and  investor  file  updates  and  the  remaining  asset  file  updates 
(approximately  919,000  images)  will  be  filmed  at  a  later  date.   The  price  for  filming  these 
919,000  pages  will  be  determined  at  that  time.   The 'per  image  prices  quoted  in  the  June 
18th  proposal  apply  up  to  October  10  only,  during  which  time  TPS  did  not  supply  the 
temporary  labor.  |ii<»>'' 

ITEM  PRICE* 

16mm  Planetary  Images  -  Clean  Copies  $56.00/1000 

16mm  Planetary  Images  -  Original  Files  $73.00/1000 

16mm  Roll  Film  Diazo  Duplicates  $7.50  each 

Plat  Maps/Drawings  $.60  each 

'Terms  and  conditions  are  listed  in  Section  II  of  this  addendum. 

SECTION  II  -  TERMS  AND  CONDITIONS 

1 .  Payment  terms  are  net  45  days. 

2.  The  $350.00  per  diem  charge  that  was  to  have  been  effective  after 
September  2  will  not  be  assessed. 

3.  TPS  exclusively  will  film  the  documents  related  to  this  RTC  project. 

4.  In  the  event  that  language  in  this  addendum  contradicts  language  in  the 
June  18  proposal,  the  language  of  this  addendum  will  supersede  the 
language  in  the  June  18,  1992  proposal. 

5.  Due  to  the  commitment  to  this  project  that  TPS  has  made  in  terms  of  both 
equipment  and  labor,  TPS  reserves  the  right  to  bill  for  downtime  due  to 
changes  by  the  RTC  or  Price  Waterhouse  in  scheduling  of  work.   These 
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items  will  be  documented  for  approval  as  soon  as  possible  after  the  incider 
causing  the  downtime.   This  time  will  be  billed  hourly  per  the  following 
schedule: 

POSITION  HOURLY  RATE* 

Production  $6.90 

Team  Leader  $10.36 

Administrative  Asst.  ,  $12.00 

TPS  Shift  Leader  $18.75 

TPS  Project  Leader  $28.75 

*These  rates  reflect  TPS  cost  with  no  add-ons. 

5.        The  prices  submitted  in  this  proposal  and  addendum  are  subject  to  change  i 
the  following  assumptions  and  specifications  are  changed  or  added  to: 

a.  TPS  acknowledges  that  asset  files  vary  greatly  in  size  and 
organization. 

b.  At  the  document  preparation  stage,  TPS  will  make  the  documents 
camera-ready  including  the  designation  of  File  folders, Tab  Dividers  an^ 
the  insenion  of  "PQ"  Sheets  as  necessary. 

c.  TPS  will  film  all  documents  at  a  32x  reduction  on  16mm  silver  halide 
microfilm  using  high-resolution  planetary  cameras  per  the  following: 
-Each  image  will  have  an  image  mark  (blip). 

-Each  image  will  have  a  unique  sequential  number  on  the  film. 
-Large  loans  (1500  pages  or  more)  will  be  filmed  one  to  a  roll. 
-Smaller  loans  will  be  filmed  contiguously  on  a   roll(s)  of  film  with 
consecutive  numbering  throughout  the  roll  and  clear  indication  (i.e. 
Start  Sheets,  End  Sheets,  Certificates)  between  each  asset  file. 
-Smaller  collections  of  documents  (i.e.  Collateral,  Supplemental  RIes, 
Title  Agreements)  will  be  filmed  contiguously  on  a  roll(s)  of  film  with 
consecutive  numbering  throughout  the  roll  and  clear  indication  (i.e. 
Start  Sheets,  End  Sheets,  Certificates)  between  each  asset  file. 
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SECTION  III  -    CONFIDENTIAL  INFORMATION;  OWNERSHIP  iN  WORK  PRODUCT 
(Copied  from  the  RTC  contract  with  Price  Waterhousel 


1.1       Confidentiality  of  Nonpublic  InformaTion.- 

1.1.1.  Definition  of  Nonpublic  Information.   For  purposes  of  this 
Agreement,  all  information  that  RTC  provides  to  Contractor  in  connection  with  its 
duties  under  this  Agreement  shall  be  deemed  to  be  nonpublic  ("Nonpublic 
Information")  under  12  C.F.R.  Part  1606  until  flTC  specificallv  authorizes 
Contractor  in  writing  to  treat  any  such  information  as  public.   Nonpublic 
Information  also  shall  include  (a)  any  specifications,  knowhow,  strategies  or 
technical  data,  processes,  business  documents  or  information,  marketing  research 
or  other  data,  customer  or  client  lists,  or  sources  of  information  which  are  owned, 
used  or  possessed  exclusively  by  or  for  the  benefit  of  RTC,  (b)  Work  Product  (as 
defined  in  Section  1.3  below),  and  (c)  all  confidential  information  or  materials 
obtained  by  Contractor  from  a  third  party  in  connection  with  performance  under 
this  Agreement  until  RTC  specifically  authorizes  Contractor  in  writing  to  treat  any 
such  information  as  public. 

1.1.2.  Duty  to  Maintain  Confidentiality  of  Nonpublic  Information. 
Contractor  shall  strictly  comply  with  the  requirements  of  12  C.F.R.  Part  1606  in 
dealing  with  all  Nonpublic  Information  it  obtains  in  connection  with  its  performance 
under  this  Agreement,  and,  except  as  required  by  any  law,  court  order,  subpoena 
or  by  RTC,  or  as  required  to  perform  Contractor's  duties  under  this  Agreement, 
neither  Contractor  nor  its  Related  Entities  shall  disclose  Nonpublic  Information  to 
anyone,  nor  shall  they  use  or  allow  the  use  of  any  Nonpublic  Information  to  further 
any  private  interest  other  than  as  contemplated  by  this  Agreement.   Contractor 
shall  take  appropriate  measures  in  accordance  with  the  requirements  of  1 2  C.F.R. 
Pan  1 606  to  ensure  the  confidentiality  of  all  Nonpublic  Information  and  to  prevent 
its  inadvertent  or  unintentional  disclosure  or  its  inappropriate  use  by  Contractor  or 
its  Subcontractors,  by  its  or  their  employees  or  Related  Entities.   This  duty  shall 
survive  the  expiration  or  termination  of  this  Agreement. 

1.2.  Notice  of  Orders  Requiring  Disclosure  of  Nonpublic  Information. 

Contractor  shall  immediately  notify  RTC  in  writing  of  any  subpoena  or  court  order 
requiring  disclosure  of  Nonpublic  Information,  shall,  in  accordance  with  RTC's 
direction,  appeal  or  challenge  such  subpoena  or  court  order  before  disclosure,  and 
shall  cooperate  fully  with  RTC  in  challenging  any  subpoena  or  order  requiring  the 
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disclosure  of  Nonpublic  Information.   Contractor  may  disclose  Nonpublic 
Information  only  with  RTC's  prior  written  consent.   Contractor  shall  have  no 
authority  to  disclose  Nonpublic  Information  except  in  conformity  with  this  Article. 

1 .3.  Work  Product.   The  work  product  of  Contractor  shall  mean  any  and  £ 
tangible  products,  reports,  information  recorded  by  whatever  medium,  documents 
written  materials,  documentation  and  any  and  all  other  work  product,  or  any 
portion  thereof,  prepared,  generated  or  provided  by  Contractor  in  connection  with 
Contractor's  performance  under  this  Agreement  {"Work  Product"). 

1 .4.  Rights  in  Work  Product.   All  Work  Product  shall  be  the  sole  property 
of  RTC.    Contractor  hereby  assigns  all  rights,  title  and  interest  to  RTC  in  any  and 
all  Work  Product,  and  all  drafts  thereof,  including  all  worldwide  copyright 
ownership  rights  in  such  Work  Product. 

1.5.  Proprietary  Interest  and  License  in  Software  and  Systems.    RTC  and 
Contractor  agree  that  RTC  shall  have  the  exclusive  and  absolute  right,  title  and 
interest  in  and  to  all  accounting  and  reporting  systems  and  software  owned  by 
RTC,  or  otherwise  obtained  or  developed  by  RTC  at  RTC's  expense,  and  furnished 
to  Contractor  for  use  in  the  performance  of  Contractor's  Services  under  this 
Agreement.    Contractor  hereby  grants,  and  RTC  accepts,  and  absolute,  irrevocable 
and  unconditional  license,  and  without  additional  cost  to  RTC,  to  use  any  and  all 
systems  or  software  owned  by  Contractor,  or  otherwise  obtained  or  developed  by 
Contractor  at  Contractor's  expense,  for  use  in  the  performance  of  Contractor's 
Services  under  this  Agreement. 
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Acceptance  of  Addendum: 


i2 

David  Crowder 

TPS  Imaging  Solutions 


Robert  Je 

Price  Witi^rhouse 


'^njL^  V7m 


6 
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Response  to  Misstng  Timesheets 


Timesheets  supporting  Price  Waterhouse  billings  for  instances  where  the  RTC  has  indicated 
that  billings  are  unsupported  are  being  provided  under  separate  cover.   The  timesheets  are 
arranged  alphabetically  by  person  according  to  the  RTC's  Sununary  of  Findings  reports 
which  accompanied  your  August  19,  1993,  October  4,  1993,  and  November  5,  1993  fee 
analysis  letters.    The  alphabetically-sorted  timesheets  are  grouped  in  bundles  by  billing 
period. 

The  attached  exception  reports  (one  for  each  billing  period)  list  persons  and  hours  in  the 
billing  period  where  admitted  posting  errors  occurred  or  where  hours  remain  "unsupported' 
in  whole  or  in  part,  which  are  subject  to  further  research  by  PW.    Each  of  the 
aforementioned  timesheet  bundles  also  has  its  applicable  exception  repon  filed  with  it. 

The  table  below  summarizes  the  current  status  of  the  "Unsupported"  items  the  RTC  has 

brought  to  our  attention. 


"Unsupported"  Contractor  In-House  &  ProfeMionai  Aeencv  Fees 


Initial  'Unsupported'  Deficiencies 
Suppon  Being  Provided 

Admitted  Poslmg  Errors 

Hours  Identified  As  UnderbiUed  hy  RTC: 

Net  Billing  Increase  Due  PW— Professional 

"Unsupiwrted'  Clerical  Aeencv  Fees 


($237,951) 
228.029 

($  9.922) 

S    19.463 


$9,541 


Initial  "Unsupported"  Deficiencies 
Support  Bemg  Provided 

($403^57) 
370.989 

Adouned  Posting  Error                        (  2,282) 
Subject  to  Further  Research               (30.286) 

($  32.568) 

Hours  Identified  As  UnderbiUed  by  RTC: 

$  45^97 

Net  Billing  Increase  Due  PW-Clerical 

$   12.829 

TOTAL  BILLING  INCREASE  DUE  PW 

f   22^70 

According  to  the  RTC  Fee  and  Expense  BiO  Aitatpis  Sumwnary  ofFUuHngs  repoits.  oat  verified  by  PW. 
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Per  Diem  Certification 
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OHice  01  Government  Services  ^eleoione  202  296  0800 

•301  K  Street  N  W 
Wasnmqion  iC  20006 


Price  Waterhoiise 


# 


ATTACHMENT   E 


November  22.  1993 

Mr.  John  Tiemey 

Director,  Office  of  Contract  Operations 

Resolution  Trust  Corporation 

900  17th  Street.  N.W. 

Washington.  D.C.    20006 

Dear  Mr.  Tiemev: 


This  is  to  certify  that  based  upon  the  results  of  tests  performed  under  my  direction,  to 
the  best  of  my  knowledge  and  belief,  the  amounts  paid  by  Price  Waterhouse  to 
individual  travelers  for  per  diem  related  expenses  were  in  the  aggregate  no  less  than 
the  per  diem  amounts  billed  to  RTC  for  those  travelers. 
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OFFICE  OF 

INSPECTOR 
GENERAL 


RESOLUTION  TRUST 
CORPORATION 


Price  Waterhouse  Due  Diligence 
Coordination  Contract  at  HomeFed 


Meetings  and  Correspondence  in  Which 
KTC  OIG  Concerns  are  Discussed 


iJ£PT  PROOF  NOV 


February  1993 
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Price  Waterhouse  Due  Diligence 
Coordination  Contract  at  HomeFed 

Documentation  of  Meetings  and  Correspondence  in  Which  OIG  Concerns 
With  Price  Waterhouse  Contract  are  Discussed 


Reference 

Date 

Description  of 
Meeting  or 
Document 

Summary  of  Information 

Tab  1 

October  19,  1992 

Mr.  Adair  met 
with  Mr.  Casey 
(Copy  of 
meeting  agenda 
was  given  to 
Mr.  Casey  at 
each  meeting. 

Mr.  Adair  discussed  and 
provided  to  Mr.  Casey  the 
10/16/92  memo  from  Sharon 
Vander  Vennet,  AIO  for  Audit, 
to  Mr.  Adair,  indicating  concern 
with  excessive  rates  being 
charged  by  PW;  open-ended 
nature  of  the  contract;  and 
similarity  to  "Western  Storm." 

Tab  2 

October  28,  1992 

OIG  Activities 
Report  from 
Mr.  Adair  to 
Secretary  Brady, 
as  Chairman  of 
the  Thrift 
Depositor 
Protection 
Oversight  Board 
(IDPOB). 
(Mr.  Casey 
received  a  copy 
of  this  report.) 

The  report  discussed  OIG  audit 
of  PW  contract.   Indicated  OIG 
belief  that  rates  are  excessive. 
Also  noted  that  (1)  contract  hds 
no  limits  on  total  amount  RTC 
can  be  charged,  (2)  work  and 
billings  have  not  been  adequately 
monitored,  and  (3)  the  manner  in 
which  RTC  awarded  the  contract 
is  of  concern  to  OIG. 

Tab  3 

November  9,  1992 

Mr.  Adair  met 
with  Mr.  Casey 

Mr.  Adair  updated  the  status  of 
OIG  audit  of  PW  contract, 
including  projected  cost  of 
contract,  billings  as  of  7/21/92, 
and  average  cost  per  page  copied. 

Prepared  by:        RTC  Office  of  Inspector  General 
Date  Prepared:     February  17,  1993 
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Description  of 
Meeting  or 

Reference 

Date 

Document 

Summary  of  Information 

Tab  4 

November  19,  1992 

Letter  from  Mr. 

The  letter  provided  information 

Adair  to 

for  12/1/92  Oversight  Board 

Mr.  Peter 

meeting.   Referred  to  ongoing 

Monroe, 

OIG  audit  of  PW  contract  at 

President, 

HomeFed. 

TDPOB 

(Mr.  Casey 

received  a  copy 

of  this  letter  as  a 

member  of 

TDPOB.) 

Tabs 

November  30,  1992 

Mr.  Adair  met 

Mr.  Adair  updated  the  status  of 

with  Mr.  Casey 

OIG  audit  of  PW  contiact, 
including  updated  information  on 

contract  costs. 

Tab  6 

December  7,  1992 

Mr.  Adair  met 

Mr.  Adair  indicated  OIG  is 

with  Mr.  Casey 

drafting  memo  to  Director, 
Office  of  ContiTicts, 
recommending  RTC  renegotiate 
the  PW  contract.   Discussed 
mark-up  on  PW  billings  for 
temporary  employees. 

Tab? 

December  21,  1992 

Mr.  Adair  met 

Mr.  Adair  discussed  and 

with  Mr.  Casey 

provided  OIG  memo  sent  to 
Office  of  Contracts  that  day 
recommending  renegotiation  of 
PW  contiact.  (See  12/21/92 
memo  below.) 

Tab  8 

December  21,  1992 

Memo  firom 

The  memo  discussed  OIG  audit 

Sharon  Vander 

findings  to  date,  including  details 

Vennet,  AIG  for 

of  mark-ups  on  costs  by  PW  for 

Audit,  to 

temporary  employees. 

Director,  RTC 

Recommended  RTC  renegotiate  a 

Office  of 

new  contiact  that  better  protects 

Contracts 

RTC's  interests. 

265 


Description  of 

Meeting  or 

Reference 

Date 

E)ocument 

Summary  of  Information 

Tab  9 

January  4,  1993 

OIG  Activities 

The  rqwrt  discussed  current 

Report  from 

stotus  of  OIG  audit  of  PW 

Mr.  Adair  to 

contract,  including  mark-ups  on 

Secretary  Brady, 

costs  by  PW  for  temporary 

as  Chairman  of 

employees.   Noted  OIG 

TDPOB 

recommendation  that  RTC 

(Mr.  Casey 

renegotiate  Uie  contract. 

received  a  copy 

of  this  report.) 

Tab  10 

January  21,  1993 

Letter  from  Mr. 

The  letter  provided  information 

Adair  to 

for  2/1/93  Oversight  Board 

Mr.  Peter 

meeting.   Discussed  current 

Monroe, 

status  of  OIG  audit,  including 

President, 

recommendation  to  renegotiate 

TDPOB 

the  contract. 

(Mr.  Casey 

received  a  copy 

of  this  letter  as  a 

member  of 

TDPOB. 

Tab  11 

February  8,  1993 

Mr.  Adair  met 

Mr.  Adair  updated  status  of  OIG 

with  Mr.  Casey 

audit.   Discussed  RTC  efforts  to 
renegotiate  the  contract  and 
similarities  to  "Western  Storm." 
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OCTOBER  19.  190?  MflfrrTN" 


1.    CONCERNS  OVER  PRICE  WATERHOOSB  DOB  DILIGENCE  COORDINXTIOH 
CONTRACT  AT  HOMEFED 

—  MEMORANDUM  FROM  ASSISTANT  IG  FOR  AUDIT  TO  ME  DATED  10-16-92 
(ATTACHED)  INDICATES  CONCERN  THAT  RATES  BEING  CHARGED  ARE 
EXCESSIVE,  GIVEN  THE  NATURE  OF  THE  SERVICES  BEING  PROVIDED. 

—  ALSO  CONCERNED  ABOUT  OPEN-ENDED  NATURE  OF  THE  CONTRACT  — 
NO  LIMITS  ON  TOTAL  AMOUNT  PW  CAN  CHARGE  RTC 

—  DOES  NOT  APPEAR  RTC  HAS  SUFFICIENT  CONTROLS  IN  PLACE  TO 
ENSURE  COSTS  ARE  REASONABLE  AND  PROPER. 

—  SIMILAR  TO  "WESTERN  STORM"  CONTRACT  IN  THAT 

NO  COST  LIMITS 

HAS  NOT  BEEN  ADEQUATELY  MONITORED 

AWARDED  USING  A  VEHICLE  NOT  INTENDED  FOR  THIS  SCOPE  OF 
WORK 

—  PW'S  PRINCIPAL  WORK  HAS  BEEN  TO  PHOTOCOPY  HOMEFED  LOAN 

FILES. 

—  PW  PROJECTS  TOTAL  COSTS  OF  $25.2  MILLION  THOUGH  JANUARY  93. 

—  OF  $14.5  MILLION  BILLED  THUS  FAR,  $9.5  MILLION  (66%)  IS 

BASICALLY  LABOR  COSTS  FOR  PHOTOCOPYING  AND  MICROFILMING. 

—  PW  IS  BILLING: 

$59  FOR  STAFF 

$79  FOR  SENIORS 

$134  TO  160  FOR  PARTNERS 

$20  FOR  TEMPORARIES 

—  EXPECTED  FINAL  PHOTOCOPYING  COST  $14  MILLION  FOR  4,000 

LOANS,  OR  $3,500  PER  FILE. 

—  MOST  OP  THE  ESTIMATED  TOTAL  COST  ALREADY  INCURRED 

—  WE  WILL  SEE  IF  ANY  CHARGES  CAN  BE  RECOUPED,  OR  IF  ANY  FRAUD 

IS  INVOLVED  WITH  THIS  CONTRACT,  AND  KEEP  YOU  APPRISED. 


OFTICE  OF 

INSPECTOR 
GENERAL 

RESOLUTION  TRUST 
CORPORATION 
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DATE: 


October  16.  1992 


MEMORANDUM  TO:    John  J.  Adair 

Inspector  General 

FROM:  Sharon  E.  Vander  Vennet 

Assistant  Inspector  General  for  Audit 


SUBJECT: 


Price  Wateiliousc  Due  Diligence  Coordination  Contract 
at  HomeFed 


On  July  31,  1992,  the  Office  of  Inspector  General  received  an  anonymous  letter 
alleging  mismanagement,  waste,  and  abuse  by  Resolution  Trust  Corporation 
(RTC)  contractor  Price  Waterhouse  (PW)  in  carrying  out  its  responsibilities  under 
its  "Due  Diligence  Coordination*  and  'Wrap-up  and  Investor  Support"  contract  at 
HomeFed  in  San  Diego,  California.  The  letter  contained  a  number  of  allegations 
that  PW  has  mismanaged  the  contract,  including  (1)  an  excessive  number  of  PW 
professionals  assigned  to  the  contract,  (2)  95  percent  of  the  work  is  performed  by 
temporaries,  (3)  unnecessary  and  excessive  charges  for  lodging,  car  rental,  and 
airline  travel,  (4)  over-hiring  of  temporaries,  and  (S)  inadequate  tracking  of 
billable  hours. 

We  have  conducted  a  preliminary  review  to  d^ermine  the  merits  of  the 
allegations.   On  October  6,  1992,  we  notified  the  Vice  President,  California 
Office,  that  we  were  initiating  an  audit  of  PW's  contract.   Also,  because 
HomeFed  is  a  conservatorship,  on  October  9,  1992,  we  notified  the  Vice 
President,  Field  Operations  and  Accounting,  Denver  Office  of  the  audit. 

The  purpose  of  this  memorandum  is  to  make  you  aware  of  what  we  have  found  to 
date  and  our  concerns  with  the  contract   We  are  continuing  with  our  audit  work, 
but  based  on  preliminary  work  to  date,  we  are  concerned  that  rates  being  charged 
under  the  contract  are  excessive  given  the  services  being  provided.   We  are  also 
concerned  about  the  open-ended  nature  of  the  contract.   There  were  no  limits  on 
the  total  amount  PW  can  charge  to  RTC  and  it  does  not  currently  appear  that 
RTC  has  sufficient  controls  in  place  to  ensure  that  costs  are  reasonable  and 
proper.   In  fact,  this  contract  appears  plagued  by  many  of  the  same  problems  we 
identified  with  respect  to  the  "Western  Storm"  contracts-it  has  no  cost  limits,  it 
has  not  been  adequately  monitored,  it  was  awarded  using  a  vehicle  not  intended 
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for  this  scope  of  work,  it  was  approved  by  an  RTC  official  whose  delegated 
authority  is  far  below  the  value  of  this  contract,  and  it  is  not  recorded  in  RTC's 
Contractor  Activity  Reporting  System. 


CONTRACT  TERMS  AND  CHARGES 

On  April  28,  1992,  RTC  solicited  bids  from  contractors  under  its  asset  valuation 
task  order  agreement  "for  performance  of  an  Asset  Valuation  Review"  for 
HomeFed.    Bids  were  due  on  April  30,  1992.    Subsequently,  on  May  13,  1992, 
RTC's  Contract  Office  awarded  PW  a  task  order  under  the  task  order  agreement. 
The  task  order  was  approved  by  the  Director,  Office  of  Field  Resolutions, 
Department  of  Resolutions,  who  at  that  time  had  delegated  authority  of  $500,000. 
Under  the  task  order,  PW  is  to  provide  due  diligence  coordination  and  wrap-up 
and  investor  support  at  HomeFol.   This  task  order  is  the  largest  of  several  related 
task  orders  for  due  diligence  and  asset  valuation  services  at  HomeFed. 


•©v 


In  reality,  PW's  principal  work  under  the  contract  has  been  to  photocopy 
HomeFed  loan  files.   HomeFed  is  under  subpoena,  and  the  Department  of  Justice 
(DOJ)  would  not  allow  the  due  diligence  contractors  to  review  the  original  loan 
documents.  Therefore,  a  copy  had  to  be  made  of  each  loan  file.   Based  on  the 
information  available,  it  appears  that  the  scope  of  the  copying  activity  under  the 
PW  contract  was  approximately  4,000  loans  and  other  assets  (the  PW  contract  did 
not  include  single  family  performing  loans  which  were  reviewed  by  Univest  using 
microfiche).   PW  arrived  at  HomeFed  on  May  9,  1992,  and  copying  activities 
began  the  week  of  May  11. 

The  task  order  with  PW  provides  that  RTC  will  pay  for  labor  and  related  travel 
costs  (Grant  Thornton,  another  contractor,  is  responsible  for  providing  supplies 
and  arranging  suitable  work  locations  and  adequate  equipment).   Labor  charges 
will  be  paid  at  specified  hourly  rates  per  labor  category.   The  task  order  does 
nor,  however,  limit  the  total  amount  PW  can  charge  RTC.    PW  estimates  that 
work  will  continue  under  the  contract  through  January  31,  1993,  and  projects 
total  billings  of  $25.2  million  for  labor  and  related  travel  costs,  as  shown  in 
Table  1. 
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Table  1:  Elstimated  Labor  Cost  of  Contract  by  Category 


Task  Name- 

Estimated  Cost 

Percent 
of  Total 

Due  diligence  interface 

$  1,031,820 

4.1 

Systems  development 

1,210,324 

4.8 

Document  management 
(i.e.,  copying  services) 

14,247.999 

56.4 

Project  management  and 
Administration 

2,485.051 

9.8 

War  room 

2,545,948 

10.1 

Due  diligence  quality  control 

719,697 

2.9 

PW  out  of  pocket  (i.e.  travel) 

3.000.000 

11.9 

Total 

$25,240,839 

100.0 

*See  the  Appendix  to  this  memorandum  for  a  brief  description  of  each  task. 
Source:   Price  Waterhouse  Projection  as  of  September  16,  1992 

PW  billing  reports  from  contract  inception  on  May  13,  1992,  through  July  31, 
1992,  show  that  PW  has  biUed  RTC  $14.5  million  (including  travel  of  $1.7 
million).  Of  the  $14.5  million  billed  through  July  31,  1992,  $9.5  million,  or 
almost  66  percent,  was  classified  as  "Document  Management"  expenses,  which  is 
composed  of  labor  costs  for  photocopying  and  microfilming.  Table  2  shows 
Document  Management  labor  charges  through  July  31,  1992,  for  PW  and 
temporary  employees. 


Table  2:         Document  Management  Labor  Charges  Through  J 

fuly  31,  1992 

Category 

Charges 
(in  miUions) 

Hours 

Average 

Hourly 

Rate 

PW  Employees  and 
Contracted  Professionals 

$5.2 

73,035 

$71.00 

Temporaries 

4.3 

216,312 

20.00 

ToUl 

$9.5 

286,347 

$33.00  i 

Source:   PW  billings  and  time  summaries 
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About  88  percent  of  the  73,035  Document  Management  hours  billed  through 
July  31,  1992,  were  billed  at  $59  (Staff  category)  or  $79  (Senior  category)  per 
hour.    Much  of  the  remaining  12  percent  was  billed  at  higher  rates--$134  or  $160 
per  hour. 

PW's  total  cost  projection  through  completion  for  Document  Management  labor 
charges  is  over  $14  million  (excluding  related  travel  costs).    Based  on  the  number 
of  asset  files  apparently  within  the  scope  of  the  contract,  Document  Management 
labor  charges  will  equate  to  over  $3,500  per  file. 


INFORMATION  ON  SPECmC  ALLEGATIONS 

The  following  is  an  overview  of  the  facts  we  have  gathered  regarding  each 
allegation. 

*  Allegation  1 :   An  excessive  number  of  PW  professionals  have  been 
assigned  to  the  task  order.   Our  review  of  a  listing  of  project  staff  prepared 
by  PW  shows  that  the  project  was  originally  staffed  with  PW  employees  and 
professional  contractors  from  San  Diego  and  surrounding  areas.    As  the 
copying  activities  increased  during  June  and  July  1992,  PW  began  to  bring  in 
staff  from  many  different  offices  across  the  United  States.   The  P>Y  listing 
shows  that  since  contract  inception,  578  PW  employees  from  61  offices 
located  in  the  United  States  and  Mexico  have  b«!n  assigned  to  this  project  for 
varying  periods  of  time.   As  of  July  1,  1992,  there  were  306  professionals 
(272  PW  employees  and  34  contractors)  on-site  at  HomeFed.   Additionally, 
PW's  "Management  Team"  organization  chart  shows  that  11  partners  have 
been  assigned  to  the  HomeFed  project. 

•  Allegation  2:  95  percent  of  the  work  is  performed  by  temporaries.  The 

PW  copying  activities  were  divided  into  four  functional  areas:  (1) 
preparation,  (2)  copy  center,  (3)  assembly,  and  (4)  quality  control.   There 
were  several  work  teams  within  each  functional  area,  and  each  team  was 
staffed  entirely  by  temporaries.   In  addition,  each  team  had  a  supervisor, 
who  was  also  a  temporary.   There  was  one  general  supervisor  for  each 
functional  area,  to  which  the  team  supervisors  reported.   These  general 
supervisors  were  PW  employees.   Each  copy  center  also  had  PW  employees 
who  acted  as  general  managers.   During  peak  copying  activity  in  June  and 
July  1992,  PW  operated  three  8-hour  shifts  at  two  main  copy  centers  and  five 
"express"  copy  centers.    For  each  shift,  the  staff  at  each  main  copy  center 
consisted  of  236  team  members  (temporaries),  30  supervisors  (temporaries), 
and  12  general  supervisors  and  managers  (PW  employees).  The  staff  at  each 
express  copy  center  consisted  of  24  team  members  (temporaries),  3 
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supervisors  (temporaries),  and  3  general  managers  (PW  employees).   The 
ratio  of  temporary  staff  to  PW  staff  averaged  over  19  to  I. 

The  primary  responsibility  of  PW  employees  was  to  ensure  the  physical 
security  of  the  original  files  throughout  the  copying  operations.    DOJ 
procedures  require  that  any  transfer  of  possession  of  the  original  files  be 
documented  on  a  log  and  inventory  records  from  the  sending  area  be  verified 
before  the  recipient  acknowledges  the  transfer  of  possession.   The  logging 
and  inventorying  were  performed  by  a  PW  employee  (the  general 
supervisor).   All  other  functions  were  performed  by  the  temporaries. 

Allegation  3:   PW  is  submitting  unnecessary  and  excessive  charges  for 
lodging,  car  renUl,  and  airline  travel.   As  required  by  the  task  order,  PW 
submits  expense  invoices  to  RTC  semi-monthly.   PW  developed  Expense 
Reporting  Guidelines  for  work  performed  under  the  contract.    We  reviewed 
the  guidelines  and  found  that  they  mirror  RTC  travel  expense  reporting  and 
reimbursement  policy.   Also,  the  Project  Manager  told  us  that  PW  has 
contracted  with  area  hotels  for  rates  that  are  comparable  to  government  rates, 
PW  employees  are  allowed  to  fly  home  every  third  weekend,  and  rental  cars 
are  used  at  a  ratio  of  one  car  for  every  three  employees.   Since  contract 
inception,  travel-related  expenses  have  averaged  over  $680,000  per  month. 
Through  July  31,  1992,  total  travel-related  expenses  billed  to  RTC  exceeded 
$1.7  million. 

Allegation  4:   PW  over-hired  temporaries.  PW  has  not  maintained  any 
productivity  statistics  that  can  be  used  to  determine  whether  the  project  has 
ever  been  overstaffed.    PW  does  maintain  logs  that  document  the  movement 
of  files  through  the  copying  activities,  and  logs  of  the  meters  on  the  copy 
machines.   The  PW  Issue  Identification  and  Resolution  Specialist  indicated 
that  PW  staff  and  temporaries  had  experienced  some  downtime.   However, 
he  attributed  this  downtime  to  RTC  making  changes  in  the  asset  disposition 
and  marketing  plan  that  resulted  in  copying  activities  being  suspended. 

Allegation  5:   PW  had  no  efTicient  means  of  tracking  billable  hours. 

Each  PW  employee,  contracted  professional,  and  temporary  maintains  a  time 
report  of  hours  worked  each  semi-monthly  pay  period.   A  PW  manager 
and/or  partner  review  and  approve  the  time  rqwrts,  which  are  then  used  to 
prepare  the  semi-monthly  billings.   Our  review  of  billings  for  PW  employees 
and  contracted  professionals  for  pay  periods  ending  May  31,  1992,  through 
July  31,  1992,  showed  230  instances  in  which  PW  bUled  RTC  for  individuals 
who  reported  in  excess  of  120  hours  for  one  semi-monthly  pay  period.   One 
of  the  PW  Project  partners  billed  274  hours,  150  hours,  155  hours,  and  152 
hours,  respectively,  for  the  first  four  semi-monthly  pay  periods.    In  total,  for 
the  2-month  period,  PW  billed  RTC  $116,960  for  this  Project  partner. 
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Of  further  note,  although  RTC  had  an  on-site  oversight  manager  initially  assigned 
to  HomeFed  to  monitor  the  contract,  this  person  resigned  during  the  early  months 
of  the  contract  and  was  not  replaced  until  about  4  weeks  later.    As  a  result,  RTC 
had  no  on-site  manager  overseeing  the  Homefed  project  during  the  early  periods 
of  the  contract  during  which  PW  billed  RTC  for  the  majority  of  the  copying 
activities. 

In  addition,  on  October  15,  1992,  we  reviewed  RTC's  Contracting  Activity 
Reporting  System  (CARS).   All  contracts  and  task  orders  with  estimated  fees 
over  $1,000  are  to  be  recorded  in  CARS.    Nonetheless,  neither  this  task  order 
nor  most  of  the  related  HomeFed  due  diligence  and  asset  valuation  task  orders 
were  recorded  in  CARS  as  of  the  date  of  our  review.    Because  CARS  is  used  for 
various  management  reports  and  reports  to  the  Congress,  such  omissions  are 
detrimental  to  the  integrity  of  the  information  reported. 


PROPOSED  ACTION 

The  primary  purpose  of  this  memorandum  is  to  apprise  you  of  our  concerns  about 
the  apparent  excessiveness  of  this  contract.   Most  of  the  estimated  total  cost  of 
the  contract  has  already  been  incurred.   Therefore,  there  is  little  RTC 
management  can  do  at  this  point  to  reduce  costs.   We  are  continuing  with  our 
review  to  determine  whether  any  charges  can  be  recouped  and  whether  any  fraud, 
such  as  false  claims,  is  involved  with  this  contract.    We  will  keep  you  apprised  of 
our  findings  as  we  progress  with  our  audit.    If  any  charges  appear  unreasonable, 
unsupported,  or  fraudulent,  we  will  make  recommendations  to  RTC  to  recover 
such  funds.   Further,  based  on  our  work,  we  will  make  other  recommendations  to 
help  prevent  such  open-ended  contracts  from  being  awarded  in  the  future. 
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APPENDIX  APPENDIX 

DESCRIPTION  OF  PW  TASKS 

.Due  diligence  interface:   Act  as  interface  between  the  due  diligence  contractors  (DDC), 
Office  of  Thrift  Supervision  representatives,  and  RTC  representatives  both  on-site  and  in  the 
national  and  regional  offices;  act  as  a  clearinghouse  for  all  DDC  requests  of  HomeFed 
personnel;  and  allocate  resources  and  establish  priorities  for  requests  of  various  DDCs. 

Systems  development:   Develop  an  automated  system  to  monitor  and  control  the  movement 
of  original,  shadow,  and  fiche  copies  of  each  loan  file  and  for  the  movement  of  loans 
between  asset  pools;  and  develop  a  bar  coding  system  to  report  copying  progress  and  the 
location  of  copies. 

Document  management:  Copy  loan  and  other  asset  files  (one  "shadow"  copy  for  the 
DDCs,  and  one  "fiche"  copy  for  microfilming);  copy  investor  files  (the  number  of  copies 
depends  on  the  asset  pool,  but  activity  for  this  portion  of  the  task  has  been  minimal  to  date); 
microfilm  "fiche"  copies. 

Project  management  and  administration:  Prepare  an  overall  engagement  schedule  and 
monitor  progress,  record  and  distribute  minutes  of  daily  DDC  meetings,  communicate  overall 
plan  and  changes,  and  prepare  weekly  progress  rqwrts. 

War  room:   "War  rooms"  are  secured  areas  where  copies  of  the  investor  files  are  stored. 
Potential  bidders  are  admitted  and  allowed  to  review  the  files.   PW's  related  tasks  are  to 
organize  and  set  up  war  rooms,  prepare  and  nudntain  schedules  of  DDC  personnel  required 
to  staff  war  rooms,  receive  bidder  Confidentiality  and  Review  Agreements  and  refundable 
deposits,  schedule  bidder  war  room  visits,  and  maintain  a  library  check  out  system  and 
control  of  documents. 

Due  diligence  quality  control:  Perform  quality  control  reviews  of  individual  asset  due 
diligence  findings  and  derived  investment  value  (DIV)  calculations. 

PW  out  of  pocket:  Travel  expenses. 
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OFFICE  OF 

INSPECTOR 
GENERAL 

RESOLUTION  TRUST 
CORPORATION 


DATE: 


MEMORANDUM  TO: 


FROM: 


SUBJECT: 


October  28,  1992 

Nicholas  F.  Brady,  Chairman 

Thrift  Depositor  Protection  Oversight  Board 

/ohn  J.  A^r,  Inspector  General 
Office  of  Inspector  General  (OIG)  Activities  Report 


Since  the  update  we  provided  on  September  2 1  for  the  Octot)er  Oversight  Board 
meeting,  we  continue  to  be  involved  in  various  audit  and  investigation  activities. 
Details  on  our  fiscal  year  1993  appropriation  and  recently  submitted  fiscal  year 
1994  budget  request  are  also  discussed  in  this  report.   Our  semiannual  report  to 
the  Congress,  for  the  period  April  1  through  September  30,  1992,  will  be 
delivered  to  you  by  the  end  of  this  month. 

AUDIT  ACnVITIES 

Based  on  an  allegation  received  through  our  Fraud  Hotline,  we  began  an  audit  of 
a  contract  RTC  awarded  to  Price  Waterhouse  for  due  diligence  coordination 
activities  at  HomeFed  Bank,  San  Diego,  California.    Although  we  are  in  the 
preliminary  stages  of  the  audit,  a  number  of  issues  identified  bear  a  distinct 
similarity  to  the  problems  we  reported  relative  to  the  "Western  Storm"  project. 

In  particular,  we  believe  that  the  rates  being  charged  under  the  contract  are 
excessive  given  the  nature  of  the  services  being  provided.   The  contractor's 
principal  work  under  the  contract  has  been  to  photocopy  loan  and  asset  files  at 
HomeFed.   The  contractor  has  projected  the  total  cost  of  the  contract  to  be  $25.2 
million  through  January  1993,  $14  million  of  which  represents  labor  charges  for 
photocopying  and  microfilming.  Through  July  31,  1992,  the  contractor  had 
billed  RTC  $14.5  million,  of  which  $9.5  million  are  for  these  charges.    Price 
Waterhouse  is  charging  RTC  $59  per  hour  for  staff,  $79  per  hour  for  seniors, 
$134  per  hour  for  some  and  $160  per  hour  for  other  partners,  and  $20  per  hour 
(average)  for  temporaries. 

As  with  the  Western  Storm  project,  we  have  noted  that  (1)  the  contract  has  no 
limits  on  the  total  amount  RTC  can  be  charged,  (2)  work  and  billings  have  not 
been  adequately  monitored,  (3)  the  contract  was  awarded  under  a  task  order 
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agreement  that  was  not  intended  for  this  type  of  work,  and  (4)  the  contract  and 
most  of  the  related  due  diligence  and  asset  valuation  contracts  awarded  for 
HomeFed-related  work  have  not  been  recorded  in  RTC's  Contracting  Activities 
Reporting  System.   The  manner  in  which  RTC  solicited  proposals  for  and 
awarded  this  contract  are  also  of  concern  to  us. 

Because  most  of  the  estimated  total  cost  of  the  contract  has  already  been  incurred, 
RTC  management  may  be  unable  to  mitigate  these  costs.    We  are  continuing  our 
audit  in  this  area  to  determine  whether  any  charges  can  be  recouped  and  whether 
there  is  any  fraud  involved  with  the  contract. 

Also  during  the  period,  we  initiated  1 1  other  audits  to  examine  consolidated 
receiverships,  Standard  Asset  Management  and  Disposition  Agreement  (SAMD*' 
pass-through  costs  and  operating  accounts,  legal  fees,  contract  billings,  auction 
management,  and  asset  control  during  office  closings.    We  have  83  on-going 
assignments.   Further,  we  contracted  for  79  audits  that  independent  public 
accountants  will  conduct  under  our  direction  and  supervision.   These  audits  will 
focus  on  law  firms,  loan  servicers,  and  property  managers. 

We  issued  seven  audit  reports  during  this  period  on  various  RTC  operations. 
These  reports  addressed  RTC's  (1)  legal  fees  paid  to  Cravath,  Swaine  and  Moore, 
(2)  Asset  Manager  System,  (3)  management  and  operation  of  New  MeraBank 
Texas,  (4)  noncompetitive  contract  award  process,  (5)  loan  concessions  to 
borrowers,  (6)  advertisement  and  public  relations  services,  and  (7)  receivership 
operations.   Four  draft  reports  were  provided  to  RTC  management  for  comment 
and  four  additional  drafts  were  provided  to  RTC  management  for  discussion 
purposes. 

INVESTIGATION  ACnVlTIES 

As  a  result  of  an  OIG  investigation,  a  Florida  couple  and  a  man  were  indicted  by 
a  Federal  Grand  Jury  in  Tampa,  Florida  on  September  30.   The  20-count 
indictment  charged  them  with  conspiracy,  misapplication  of  funds,  illegal 
financial  transactions,  impeding  the  lawful  functions  of  the  RTC,  and  making 
false  statements  to  the  RTC.    As  owners  of  a  property  management  company  and 
another  company  which  provided  goods  and  services  to  properties  they  managed, 
the  defendants  allegedly  devised  schemes  to  fraudulently  bill  the  RTC  for  over 
$100,000  in  goods  and  services  which  they  did  not  provide. 

In  addition,  the  following  significant  actions  have  been  taken  as  a  result  of  our 
ongoing  investigations: 

*     A  Pennsylvania  businessman  was  sentenced  on  September  9  to  6  months 
confinement,  5  years  probation,  a|id  was  fined  $20,000  after  pleading  guilty 
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to  paying  a  $6,000  bribe  to  a  loan  officer  at  Bell  Federal  Savings  Bank, 
Upper  Darby,  Pennsylvania.   The  institution  was  under  RTC  conservatorship 
at  the  time.   The  businessman  gave  the  bribe  to  obtain  a  reduction  in  his 
obligation  on  a  $119,000  outstanding  line  of  credit  held  with  the  institution. 

*  On  September  22,  a  corporation  president  pleaded  that  his  company  was 
guilty  of  providing  a  false  statement  to  RTC.    In  June  1989,  the  corporation 
defaulted  on  a  $535,000  commercial  development  loan  from  Habersham 
Federal  Savings  &  Loan  Association,  Cornelia,  Georgia,  which  was  placed  in 
conservatorship  that  month.   Following  the  default,  the  corporation  received 

a  $200,000  payment  from  a  tenant  to  break  a  lease;  however,  the  company 
president  falsely  stated  to  RTC  officials  that  the  payment  was  not  made. 

*  On  October  6,  two  former  tellers  of  the  Nogales,  Arizona  branch  of  the 
Security  Savings  and  Loan  Association,  Scottsdale,  Arizona,  were  sentenced 
to  10  months  in  jail  and  5  years  probation  following  their  release  and  ordered 
to  make  restitution  of  $85,000  each  after  pleading  guilty  to  embezzlement 
charges.   The  two  were  charged  with  obtaining  fraudulent  loans  on 
customers'  certificates  of  deposit  and  forging  withdrawals  from  accounts. 

*  As  a  result  of  our  ongoing  investigation  of  fraudulent  real  estate  transactions 
in  the  Boston  area,  two  individuals  were  sentenced  on  October  9.   The  two 
real  estate  speculators  were  sentenced  to  17  months  in  jail  and  were  ordered 
to  make  restitution  of  $250,000  each.   The  two  will  remain  on  probation  for 
36  months  following  their  release  from  jail.  To  date,  13  individuals  have 
been  charged  in  this  joint  investigation  with  the  FBI  and  7  have  pleaded 
guilty  to  the  charges. 

*  On  October  21,  a  former  teller  at  Remington  Federal  Savings  Association 
Elgin,  Texas,  was  sentenced  to  15  months  in  prison  and  5  years  probation 
after  pleading  guilty  to  embezzling  $1 17,500  from  the  institution.   In 
addition,  she  was  ordered  to  make  full  restitution  and  was  fined  $10,000  for 
her  activities. 

*  A  former  temporary  employee  of  an  RTC  contractor  was  sentenced  in  a  local 
Texas  court  to  8  years  in  jail  after  he  admitted  stealing  Kruggerands,  U.S. 
silver  dollars,  proof  sets  of  U.S.  coins,  and  a  semi-automatic  pistol  from  a 
file  room  in  RTC's  Houston  office.   The  property,  obtained  as  loan  collateral 
by  several  institutions,  was  valued  at  $28,600. 

QIC  FUNDING 

Our  fiscal  year  1993  appropriation  was  sent  to  the  President  on  September  25, 
1992,  and  was  signed  on  October  6,  1992.  The  bill  appropriated  funding  of 
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$33,510,000,  a  decrease  of  $9,544,000  from  our  fiscal  year  1993  request.   This 
level  of  funding  provides  us  with  a  staffing  level  of  330  employees. 

On  October  20,  1992,  we  submitted  our  fiscal  year  1994  budget  submission  to  the 
Office  of  Management  and  Budget.   We  are  requesting  $39.7  million,  which  will 
fully  fund  staffing  for  330  positions.   Our  request  is  an  increase  of  $6.2  million 
over  our  fiscal  year  1993  appropriation. 

cc:     Mr.  Casey 
Mr.  Hove 
Mr.  Monroe 
Mr.  Bovenzi 


278 

MEETING  OF  NOVEMBER  9.  1992 


2.   Updat*  on  Prie*  watarhous*  Contract  (Bona  Fad) 

Executive  Committee  approved,  on  April  7,  1992,  a  rec[uest  for 
$4  million  to  fund  Asset  Valuation  Review  activities  using  a  Basic 
Ordering  Agreement.   (130  cases  at  $30,000  each  »  about  $4  million) 

The  first  3  task  orders  under  this  BOA  were  issued  May  15, 
1992,  for  a  variety  of  wor)c  at  Home  Fed,  to  Price  Waterhouse,  for 
due  diligence  coordination,  to  Grant  Thornton  for  institution 
monitoring,  and  Kenneth  Leventhal  for  information  systems. 

Actual  cost  incurred  as  of  November  1,  1992  is  $16.9  million. 

Projected  cost  of  the  3  tas)c  orders  is  $32  million. 

As  of  July  31,  1992,  for  Price  Waterhouse 's  BOA: 

PW  had  produced  21.1  million  copies  of  documents 

Total  billings  —  $14,538,083,  including  travel  costs 

Average  cost  per  copy  $.69,  including  travel  costs 

Averag*  cost,  not  including  travel  is  $.46  per  copy 
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omcE  OF 

INSPECTOR 

GENERAL 


RESOLUTION  TRUST 
CORPORATION 


November  19,  1992 

Mr.  Peter  H.  Monroe 
President 

Thrift  Depositor  Protection 
Oversight  Board 

Dear  Peter: 

We  are  providing  information  on  Office  of  Inspector  General  (OIG)  activities  for 
inclusion  in  the  backup  book  for  the  upcoming  December  1,  1992,  Thrift 
Depositor  Protection  Oversight  Board  meeting. 

Fiscal  Year  1993  Audit  Plan 

We  provided  copies  of  the  final  draft  of  our  Fiscal  Year  1993  Audit  Plan  to  the 
Oversight  Board  for  its  review  on  September  28,  1992.   We  expect  to  issue  the 
final  plan  before  the  December  1,  1992,  meeting.    Upon  its  issuance,  we  will 
provide  you  copies  for  circulation  to  the  Board. 

Semiannual  Report  to  the  Congress 

Our  Semiannual  Report  to  the  Congress  for  the  period  April  1,  1992  - 
September  30,  1992,  was  provided  to  Mr.  Brady  and  Mr.  Casey  on 
October  30,  1992.   The  report  is  now  with  the  printer  for  final  production  and 
printing.    Printed  copies  of  the  report  will  be  provided  to  Mr.  Brady  and 
Mr.  Casey  toward  the  end  of  November  for  transmittal  to  the  Congress. 

Price  Waterhouse  HomeFed  Due  Diligence  Contract 

In  our  OIG  Activities  Report  sent  to  Mr.  Brady  on  October  28,  1992,  we 
discussed  our  audit  of  a  contract  RTC  awarded  to  Price  Waterhouse  for  due 
diligence  coordination  activities  at  HomeFed  Bank,  San  Diego,  California.   Our 
audit  of  this  contract  and  issues  related  to  its  award  and  administration  is 
ongoing.   We  are  continuing  our  audit  in  this  area  to  determine  whether  the 
contract  was  appropriately  awarded,  the  contractor's  charges  are  reasonable,  and 
RTC's  oversight  of  the  work  is  adequate.    In  doing  so,  we  will  determine 
whether  any  wrongdoing  has  occurred  and  whether  any  funds  can  be  recovered. 
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Status  of  Ongoing  Board  Requested  Audits/Reviews 

We  continue  to  examine  allegations  regarding  the  conduct  of  professional  liability 
litigation,  hiring  practices  of  the  Legal  Division,  and  the  realignment  of  field 
legal  offices.  To  date,  our  review  of  these  issues  has  involved  interviewing  over 
100  individuals  and  examining  professional  liability  cases  at  about  20  institutions. 

RTC  Management  Responses  to  IG  Recommendations 

Pursuant  to  your  request,  we  are  again  providing  information  on  OIG 
recommendations  that  RTC  has  not  fully  responded  to  or  implemented  since  our 
inception.    As  of  November  19,  1992,  there  are  28  OIG  recommendations  that 
have  been  open  for  at  least  60  days  without  a  management  decision,  16  of  which 
have  been  open  for  over  180  days.    Pages  6  through  20  of  this  report  discuss  in 
more  detail  the  status  of  these  open  OIG  recommendations. 

Reports  Provided  to  RTC  Management 

We  have  issued  eight  final  reports  since  the  October  Board  meeting.   Copies  of 
these  audit  reports  have  been  provided  upon  issuance  to  the  Oversight  Board  staff 
for  distribution  to  Board  members.   Summaries  of  these  final  reports  are  provided 
in  this  report  as  indicated. 

--    RTC's  Management  and  Operation  of  Trustbank  Federal  Savings  Bank 

-  Page  22 

~   Receivership  Operations  at  First  Savings  and  Loan,  Waco,  Texas  -  Page  24 

—  Advertisement  and  Public  Relations  Services  in  the  Southwest  Regional  Sales 
Center  -  Page  26 

--    Legal  Fees  Paid  to  Cravath,  Swaine,  &  Moore  -  Page  28 

~   Development  and  Implementation  of  the  Asset  Manager  System  -  Page  30 

—  RTC's  Loan  Concessions  to  Borrowers  -  Page  32 

—  Award  Process  for  Noncompetitive  Contracts  in  the  Southwest  Region 

-  Page  34 

~   RTC's  Management  and  Operation  of  New  MeraBank,  Texas,  FSB  -  Page  36 

Five  draft  audit  reports  have  been  issued  to  RTC  management  for  comment  and 
are  in  various  stages  of  completion.   Summaries  of  these  draft  reports  are 
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contained  in  this  report  as  indicated,  and  copies  of  the  draft  reports  are  available 
upon  request. 

--    Development  and  Implementation  of  the  Contracting  Activity  Reporting 
System  and  Related  Systems  -  Page  39 

--    Management  of  Mt.  Holly/Elk  Meadows  Resort  -  Page  41 

~    Oversight  of  Project  Funding  and  Revenues  -  Page  42 

~    Receivership  Operations  at  the  Kansas  City  Office  and  Consolidated  Office 

-  Page  43 

--    Interim  Service  Agreement  Expenditures  -  Page  45 

We  are  also  providing  a  list  of  our  ongoing  audits,  per  the  Oversight  Board's 
request,  on  pages  47  through  49  of  this  report. 

Significant  Investigative  Activity 

Our  investigations  continue  to  generate  indictments,  convictions,  arrests  and/or 
media  attention.   The  cases  below  represent  investigative  activity  since  our  prior 
report. 

--    Two  San  Antonio  Men  Indicted  for  Bribing  RTC  Official  -  Page  5 1 

--    Four  Individuals  Sentenced  in  Boston  Land  Flip  Conspiracy  and  Ordered  to 
Make  Restitution  of  $600,000  -  Page  54 

--    Two  Tellers  Sentenced  for  Embezzling  $170,000  -  Page  60 

--    Former  Teller  Sentenced  for  Stealing  $1 17,500  from  Elgin,  Texas, 
Conservatorship  -  Page  63 

--   Three  Individuals  Indicted  in  Scheme  to  Fraudulently  Bill  RTC  for  Over 
$100,000  -  Page  66 

--    Atlanta  Corporation  Convicted  for  Filing  False  Statement  to  RTC  -  Page  69 

--    Former  RTC  Contractor  Employee  Sentenced  For  Stealing  RTC  Property 

-  Page  71 

--    Former  RTC  Property  Manager  Arrested  for  Withholding  Rent  Owed  to  RTC 

-  Page  72 
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-    Funds  Recovered  from  Contractor  Who  Engaged  in  Kickback  Scheme 

-  Page  73 

--   Former  RTC  Temporary  Employee  Pleads  Guilty  to  Bank  and  Welfare  Fraud 

-  Page  74 

If  the  Directors  would  like  additional  information  on  the  material  we  are 
providing,  please  let  me  know. 


Inspector  General 
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MEETING  OF  NOVEMBER  30.  1991 


2.   OVBRSZOHT  BOARD  CONCERNS  REOAROZNQ  AUDIT  FOLLOWUP 

—  REDUCED  NUMBER  OF  OPEN  RECOMMENDATIONS  FROM  38  TO  28  SINCE 

LAST  OVERSIGHT  BOARD  MEETING 

—  STILL  WORKING  ON  A  FORMAL  SYSTEM  AND  RESOLUTION 


5.   OLBNH  AND  ROTH  LETTER  TO  CLIMTOH  REQAROIMO  INSPECTORS  QENERAL 
. —  COPY  ATTACHED 

—  REQUESTS  NO  WHOLESALE  FIRING  OF  26  PRESIDENTIALLY  APPOINTED 
INSPECTORS  GENERAL 
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6.   OVDATB  OH  HOMEFBD  AMD  PRICE  WATBRHOOSB  COMTRACT 

—  BILLINGS  THROUGH  7-31-92  ARE  DISCUSSED  BELOW 

—  DATA  INDICATES  PRICE  PER  XEROX  COPY  IS  $1.05  PER  PAGE 

—  PRODUCED  9,225,505  PAGES  AT  A  COST  OF  $9,676,323 

—  286,347  HOURS  BILLED  WHICH  EQUATES  TO  32  PAGES  PER  HOUR 

—  TOTAL  PRICE  WATERHOUSE  BILLINGS  TO  END  OF  JULY  WERE 

$14,538,083,  WHICH  EQUATES  TO  $1.59  PER  PAGE  FOR  9.2 
MILLION  PAGES 
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MEETING  OF  DECEMBER  7.  1992 


2.   PRICE  WATBRHOaSB  CONTRACT  XMVOLVIMO  HOMBVED  AND  COPYZNO  COSTS 

—  WE  ARE  DRAFTING  A  MEMO  TO  JOHN  TIERNEY  ASKING  FOR  A 
RENEGOTIATION  OF  THE  CONTRACT  WHEN  THE  CURRENT  PERFORMANCE  PERIOD 
ENDS,  DECEMBER  31,  1992. 

—  THE  CONTRACT  IS  EXPECTED  TO  CONTINUE  THROUGH  MARCH  1993, 
AND  IN  VIEW  OF  WHAT  WE  BELIEVE  ARE  EXCESSIVE  COSTS,  A  RENEGOTIATION 
OF  THE  EXISTING  TASK  ORDER,  OR  A  NEW  TASK  ORDER  SHOULD  BE  ISSUED 
THAT  PROVIDES  FOR  LOWER  MARK  UP  RATES,  AND  A  NOT-TO-EXCEED  AMOUNT. 

—  MARK  UP  ON  PRICE  WATERHOUSE  BILLINGS  FOR  TEMPORARY 
EMPLOYEES  DOING  THE  COPYING  RANGES  FROM  74%  FOR  ARROYO  EMPLOYEES  TO 
139%  FOR  REMEDY  EMPLOYEES. 

—  COPYING  COSTS  ARE  RUNNING  ABOUT  $1.00  PER  PAGE,  $1.59  IF 
TRAVEL  COSTS  ARE  INCLUDED. 


3.   WESTERN  STORM  INVESTIOATIVB  REPORT  —  DISPOSITION  REPORT  IS 
REQUIRED  PROll  PRESIDENT  AND  CEO. 

—  REPORT  SUBMITTED  IN  SEPTEMBER 

—  60  DAY  UPDATE  REQUESTED 
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MEETTMC  OP  DECEMBER  21.  1992 

I.  TKAH8ITI0M  TEMI  MBETZHO 

—  TRANSITION  BOOK 

—  DISCUSSION  ISSUES 

FINAL  COST  OF  THE  CLEANUP 

SIZE  OF  THE  OFFICE  OF  INSPECTOR  GENERAL 

COVERAGE  OF  RTC  PROGRAMS  (ALSO  ASKED  OF  GAO) 

MAJOR  AUDIT  AREAS 

HOW  MUCH  CAN  BE  SAVED  THROUGH  ECONOMIES  AND  EFFICIENCIES? 

RELATIONSHIP  TO  PRESIDENT  AND  CEO 

II.  THsrr  or  Moim  orders 

—  6,750  MONEY  ORDERS  WITH  A  POTENTIAL  LOSS  OF  $6,750,000 
HAVE  BEEN  STOLEN. 

—  THEFT  OCCURRED  DURING  THE  CLOSING  PROCESS  OF  REPUBLIC 
FEDERAL  SAVINGS  BANK,  ON  NOVEMBER  23,  1992.  (CHICAGO  CONSOLIDATED 
OFFICE) 

—  STOLEN  MONEY  ORDERS  SHOWING  UP  IN  CALIFORNIA,  NEVADA, 
CHICAGO,  AND  BATON  ROUGE. 


III.   IMDICTMEMT  OV  tOM   WHO  BILLED  RTC  FOR  FICTITIOnS  SALES  07 
PAPER  KKD   BUSnnSS  rOSMS  AMOOMTIMa  TO  $192,000. 

—  ONLY  ONE  BILL,  FOR  ABOUT  $8,000  WAS  PAID  BY  RTC. 


~  FACES  12  COUNT  INDICTMENT,  WITH  MAXIMUM  OP  30  YEARS 
IMPRISONMENT  AND  $1  MILLION  FINE  FOR  EACH  COUNT. 
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V.   HONSTBD  AMD  PRZCB  WXTBSH0U8I  COMTKACT 

—  SENT  TODAY  A  MEMO  TO  JOHN  TIERNEY  REGARDING  REVISING 
CONTRACT  WITH  PRICE  WATERHOUSE. 

—  COPY  ATTACHED. 


OFFICE  OF 

INSPECTOR 
GENERAL 
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RESOLUTION  TRUST 
CORPORATION 


Office  of  Audit 


DATE: 


December  21,  1992 


MEMORANDUM  TO:    John  Tiemey 

Director,  Office  of  Contracts 


FROM: 


SUBJECT: 


uirecior,  uince  or  v^onnacis         ,•,  jt-  / 

Sharon  E.  Vander  Vennet 

Assistant  Inspector  General  for  Audit 

Task  Order  WRO-075,  HomeFed  Federal  Savings  Bank 
(HomeFed) 


As  you  are  aware,  my  office  is  currently  conducting  an  audit  of  the  subject  task 
order.    Although  the  audit  is  still  in  process,  we  believe  one  issue  requires 
immediate  attention.   Specifically,  we  believe  that  it  would  be  in  the  Resolution 
Trust  Corporation's  (RTC)  best  interests  for  the  Office  of  Contracts  to  issue  a 
new  task  order  or  amend  the  current  one  to  incorporate  a  specific  Statement  of 
Work,  period  of  performance,  a  not-to-exceed  dollar  amount  for  the  remaining 
labor  and  travel  costs,  and  reduced  hourly  rates  for  temporary  agency  employees 
and  professional  contractors. 

As  you  have  previously  discussed  with  my  staff.  Task  Order  WRO-075  specifies 
that  Price  Waterhouse's  (PW)  performance  period  at  HomeFed  "may  extend  as 
long  as  the  end  of  this  calendar  year."   However,  due  in  part  to  changes  in 
RTC's  asset  disposition  plan  for  HomeFed,  PW  is  currently  projecting  work 
through  March  1993.   Although  the  current  task  order  could  just  be  extended  to 
allow  for  these  additional  3  months,  we  recommend  that  the  Office  of  Contracts 
replace  the  existing  task  order  or  amend  the  current  one  to  better  protect  RTC's 
interests. 

Task  Order  WRO-075  does  not  include  a  detailed  Statement  of  Work  or  a 
schedule  of  milestones  or  deliverables.   Further,  the  task  order  does  not  include  a 
not-to-exceed  dollar  amount  for  labor  and  expenses-it  simply  states  that  RTC 
agrees  with  the  hourly  rates  specified  in  PW's  proposal.   The  pricing  in  PW's 
proposal  includes  six  labor  classifications,  ranging  from  clerical  at  $17  per  hour 
to  partners  at  $160  per  hour.   PW's  proposal  did  not  estimate  either  the  level  of 
effort  (number  of  hours  by  labor  category)  required  to  perform  the  task  or  a 
completion  date.    According  to  the  RTC  Contract  Policies  and  Procedures 
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Manual  (CPPM)>  elements  of  a  task  order  proposal  will  nonnally  include  a  cost 
proposal,  which  will  either  be  a  fixed-price  offer  or  a  time-and-materials  offer 
with  a  ceiling  amount,  and  a  schedule  of  performance  for  completing  the  task. 
The  CPPM  further  indicates  that  the  task  order  shall  contain  pricing  information, 
a  detailed  Statement  of  Work,  and  a  period  of  performance. 

Before  issuing  a  new  task  order  or  amending  the  current  one,  we  also  recommend 
that  you  negotiate  lower  hourly  rates  with  PW  for  temporary  agency  employees 
and  professional  contractors.   Our  analysis  of  the  costs  paid  by  PW  to  the  firms 
supplying  the  temporary  and  professional  employees  compared  to  the  billings  PW 
submitted  to  RTC  for  these  employees  shows  that  PW  has  realized  excessive 
mark-ups  on  labor  costs. 

For  example,  for  the  period  from  June  1  through  July  31,  1992,  the  temporary 
agency  (Remedy)  billed  PW  $1,791,060  in  straight  time  and  overtime  for  clerical 
employees  and  clerical  supervisors.   For  the  same  period,  PW  billed  RTC 
$4,274,840  at  the  negotiated  hourly  rates  for  the  temporary  employees,  realizing 
a  mark-up  of  $2,483,780  or  138  precent.   For  the  pay  period  ending 
September  30,  1992,  PW's  mark-up  had  increased  to  174  percent  for  temporary 
employees. 

Similarly,  for  the  period  ftx)m  contract  inception  through  July  31,  1992,  the 
subcontractor  for  professionals  (Arroyo  and  Associates)  billed  PW  $355,688. 
For  the  same  period,  PW  billed  RTC  $619,802  for  the  subcontracted 
professionals,  realizing  a  mark-up  of  $264, 1 14  or  74  precent.   For  the  pay  period 
ending  Septemer  30,  1992,  the  mark-up  had  increased  to  132  percent. 

In  addition  to  the  calculations  of  overall  mark-ups  on  cost  discussed  above,  we 
analyzed  the  mark-ups  by  PW  per  week  on  judgmental  samples  of  individual 
clerical  supervisors  and  subcontracted  professionals.   We  reviewed  a  2-week  pay 
period  for  a  sample  of  24  clerical  supervisors  and  found  that  PW  billed  RTC  an 
average  of  $2,868  per  week  per  clerical  supervisor  but  paid  only  $1,016  per 
week,  resulting  in  a  mark-up  of  $1,852  per  clerical  supervisor  per  week,  or  182 
percent  (See  Attachnient  I  for  details.)  Our  analysis  of  billings  for  a  sample  of 
15  subcontncted  professionals  showed  that  PW  billed  RTC  an  average  of  $3,796 
per  week  per  subcontracted  professional  but  paid  only  $1,540  per  week,  resulting 
in  a  maA-up  of  $2,256  per  subcontracted  professional  per  week,  or  146  percent. 
Included  in  our  analysis  is  the  Billing  Manager  PW  hired  through  Arroyo  at  a 
rate  of  $1,505  per  week.   PW  billed  the  Billing  Manager  to  RTC  at  a  rate  of 
$6,700  per  week,  a  mark-up  of  $5,195  per  week,  or  345  percent.  (See 
Attachment  II  for  details.) 

To  determine  whether  PW's  high  mark-ups  on  temporary  and  subcontracted 
employees  are  consistent  with  industry  standards,  we  interviewed  management 
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ups  these  firms  use  when  billing  clients.   Additionally,  we  spoke  with  a 
contracted  attorney  at  HomeFed  regarding  the  mark-up  she  uses  when  billing 
RTC  Legal  for  her  temporary  employees  who  perform  tasks  similar  to  those 
performed  by  the  PW  temporaries.   These  representatives  told  us  that  the  mark- 
up on  temporary  employees  is  generally  within  the  range  of  25  to  45  percent. 
However,  we  should  note  that  PW's  overall  risk  on  this  contract  is  minimal~PW 
incurs  no  additional  overhead  or  personnel  costs  as  a  result  of  hiring  these 
employees,  most  employees  are  not  using  PW  facilities  or  equipment,  PW  is  not 
penalized  for  late  delivery,  and  PW  can  bill  RTC  for  correcting  mistakes  or 
errors.    Accordingly,  we  believe  that  a  mark-up  rate  even  less  than  these  ranges 
would  have  been  appropriate.   As  an  example,  under  Defense  Federal  Acquisition 
Regulations,  a  reasonable  mark-up  rate  would  be  2  percent  based  on  the  low  level 
of  risk  associated  with  this  contract. 

Although  the  rates  for  the  remainder  of  the  job  could  be  negotiated  at  a  level  not 
to  exceed  a  25  to  45  percent  mark-up,  we  note  that  this  level  ignores  the 
excessive  mark-ups  PW  has  earned  to  date.   Even  if  no  mark-up  was  allowed  for 
the  remainder  of  the  job,  the  overall  mark-up  for  the  entire  term  of  the  task  order 
would  exceed  25  percent.   Accordingly,  we  strongly  encourage  you  to  allow  PW 
no  mark-up  on  temporary  employees  and  subcontract  professionals  during  the 
period  of  performance  from  January  1,  1993,  through  March  31,  1993. 

In  summary,  rather  than  just  extending  the  current  task  order,  we  recommend  that 
the  Office  of  Contracts  issue  a  new  task  order  or  amend  the  current  one  to 
include  (1)  a  detailed  Statement  of  Work,  a  specific  period  of  performance  ending 
March  31,  1993,  and  a  not-to-exceed  total  billing  amount  and  (2)  terms  stating 
that  RTC's  payments  to  PW  for  temporary  agency  employees  and  for 
subcontracted  professionals  be  equal  to  the  amount  billed  to  PW. 

If  you  have  any  questions,  please  feel  free  call  me  at  703-908-7813  or  Kurt 
Hyde,  Deputy  Assistant  Inspector  General  for  Audit  Operations,  at  703-908-7814. 
We  would  be  happy  to  further  discuss  this  matter  with  you. 

cc:  Vice  President,  Division  of  Administration  and  Corporate  Relations 

Assistant  Vice  President,  Department  of  Contracts,  Oversight  and  Evaluation 
Senior  Vice  Presidrat  and  Chief  Financial  Officer,  Division  of  Institution 
Operations  and  Sales 

bcc:   Kurt  Hyde 
Shirley  Ward 
Sandra  Lock 
Jack  Adair 
Steve  Switzer 


291 


ATTACHMENT  I 


ATTACHMENT  I 


LABOR  CHARGE  MATRIX,  TEMPORARY  AGENCY  EMPLOYEES 


REMEDY 

PWS 

PVi^'S 

TOTAL 

WEIGHTED 

BILLING 

REMEDY'S 

PWS 

MARKUP 

MARKUP 

TEMPORARY 

HOURS 

BILL  RATE 

RATE 

BILLING 

BILLING 

DIFF 

% 

Temporary  1 

165.00 

$14.27 

$39.00 

$2,354.22 

$6,435 

$4,080.78 

173.34% 

Temporary  2 

122.50 

$12.30 

$39.00 

$1,507.28 

$4,778 

$3,270.22 

216.96% 

Temporary  3 

147.50 

$14.93 

$39.00 

$2,202.85 

$5,753 

$3,549.65 

161.14% 

Temporary  4 

109.00 

$12.31 

$39.00 

$1,341.54 

$4,251 

$2,909.46 

216.87% 

Temporary  5 

155.25 

$13.08 

$39.00 

$2,030.58 

$6,055 

$4,024.17 

198.18% 

Temporary  6 

174.25 

$15.65 

$39.00 

$2,727.45 

$6,796 

$4,068.30 

149.16% 

Temporary  7 

131.50 

$9.88 

$39.00 

$1 ,299.48 

$5,129 

$3,829.02 

294.66% 

Temporary  8 

124.00 

$9.80 

$39.00 

$1,215.00 

$4,836 

$3,621.00 

298.02% 

Temporary  9 

173.00 

$15.62 

$39.00 

$2,702.01 

$6,747 

$4,044.99 

149.70% 

Temporary  10 

178.00 

$15.94 

$39.00 

$2,837.07 

$6,942 

$4,104.93 

144.69% 

Temporary  1 1 

155.75 

$13.54 

$39.00 

$2,108.88 

$6,074 

$3,965.37 

188.03% 

Temporary  1 2 

141.75 

$16.12 

$39.00 

$2,285.39 

$5,528 

$3,242.86 

141.90% 

Temporary  1 3 

161.00 

$15.14 

$39.00 

$2,437.74 

$6,279 

$3,841.26 

157.57% 

Temporary  1 4 

169.25 

$13.72 

$39.00 

$2,322.90 

$6,601 

$4,277.85 

184.16% 

Temporary  1 5 

167.00 

$13.68 

$39.00 

$2,291.58 

$6,513 

$4,221.42 

184.21% 

Temporary  1 6 

126.75 

$15.93 

$39.00 

$2,019.93 

$4,943 

$2,923.32 

144.72% 

Temporary  1 7 

120.00 

$13.89 

$39.00 

$1,667.14 

$4,680 

$3,012.86 

180.72% 

Temporary  18 

125.00 

$12.86 

$39.00 

$1 ,607.76 

$4,875 

$3,267.24 

203.22% 

Temporary  1 9 

127.75 

$14.49 

$39.00 

$1,850.82 

$4,982 

$3,131.43 

169.19% 

Temporary  20 

169.00 

$16.00 

$39.00 

$2,703.96 

$6,591 

$3,887.04 

143.75% 

Temporary  21 

156.25 

$12.47 

$39.00 

$1,948.56 

$6,094 

$4,145.19 

212.73% 

Temporary  22 

130.00 

$12.61 

$39.00 

$1,639.08 

$5,070 

$3,430.92 

209.32% 

Temporary  23 

144.00 

$11.20 

$39.00 

$1,612.27 

$5,616 

$4,003.73 

248.33% 

Temporary  24 

156.25 

$13.14 

$39.00 

$2,053.71 

$6,094 

$4,040.04 

196.72% 

TOTALS  FOR  2-WEEK  PAY  PERIOD 

$48,767.20 

$137,660 

$88,893.05 

182.28% 

AVERAGE  COST  PE 

R  WEEK  PEf 

1  EMPLOYEE 

$1,016 

$2,868 

$1,852 

182% 

Note:  Each  record  represents  billings  for  one  2-week  pay  period. 
Source:  Analysis  of  Remedy  and  Price  Waterhouse  billings. 
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ATTACHMENT  n 


ATTACHMENT  n 


LABOR  CHARGE  MATRIX.  PROFESSIONAL  CONTRACTORS 


ARROYO 

PW'S 

PW'S 

TOTAL 

WEIGHTED 

BIUING 

ARROYO 

PWS 

MARKUP 

MARKUP 

PROFESSIONALS 

HOURS 

BIURATE 

RATE 

BILUNG 

BILUNG 

DIFF 

% 

Professional  1 

25 

$21.73 

$59.00 

$543.20 

$1,475.00 

$931.80 

171.54% 

Professional  2 

81 

$25.58 

$59.00 

$2,072.25 

$4,779.00 

$2,706.75 

130.62% 

Professional  3 

97 

$22.29 

$59.00 

$2,162.40 

$5,723.00 

$3,560.60 

164.66% 

Professional  4 

87 

$25.49 

$59.00 

$2,217.75 

$5,133.00 

$2,915.25 

131.45% 

Professional  5 

26 

$38.23 

$79.00 

$994.00 

$2,054.00 

$1,060.00 

106.64% 

Professional  6 

113 

$18.29 

$39.00 

$2,067.20 

$4,407.00 

$2,339.80 

113.19% 

Professional  7 

108 

$54.63 

$134.00 

$5,900.00 

$14,472.00 

$8,572.00 

145.29% 

Professional  B 

104 

$21.81 

$59.00 

$2,268.70 

$6,136.00 

$3,867.30 

170.46% 

Professional  9 

118 

$26.11 

$59.00 

$3,081.20 

$6,962.00 

$3,880.80 

125.95% 

Professional  10 

103 

$55.58 

$134.00 

$5,725.00 

$13,802.00 

$8,077.00 

141.08% 

Professional  1 1 

96 

$29.58 

$79.00 

$2,840.00 

$7,584.00 

$4,744.00 

167.04% 

Professional  12 

90 

$28.87 

$59.00 

$2,598.60 

$5,310.00 

$2,711.40 

104.34% 

Professional  13 

121 

$66.89 

$134.00 

$8,093.75 

$16,214.00 

$8,120.25 

100.33% 

Professional  14 

100 

$30.10 

$134.00 

$3,010.40 

$13,400.00 

$10,389.60 

345.12% 

Professional  1 S 

109 

$24.15 

$59.00 

$2,632.00 

$6,431.00 

$3,799.00 

144.34% 

TOTALS  FOR  2-WEEK  PAY  PERIOD 

$46,206.45 

$113,882.00 

$67,675.55 

146.46% 

AVERAGE  COST  PER  WEEK  PER  EMPLOYEE 

$1,540 

$3,796 

$2,256 

146% 

Note:  Each  record  represents  biHngs  for  one  2-week  pay  period. 
Source:  Analysis  of  Arroyo  and  Price  Watertwuse  billings. 
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DATE: 


January  4,  1993 


MEMORANDUM  TO:    Nicholas  F.  Brady,  Chaiman 

Thrift  Depositor  Protection  Oversight  Board 


FROM: 


SUBJECT: 


fOoLt/\y 


John  J.  Adair 
Inspector  General 

Office  of  Inspector  General  Activities  Report 


We  are  providing  information  on  audit  and  investigation  activities  occurring  since 
November  19,  1992,  when  we  submitted  information  for  the  December  1992 
Oversight  Board  meeting. 

AUDIT  AcnvmES 

We  continue  to  audit  RTC's  contract  with  Price  Waterhouse  (PW)  for  due 
diligence  coordination  activities  at  HomeFed  Federal  Savings  Bank  (Homefed)  in 
San  Diego,  California.   The  current  contract  specifies  that  PW's  work  at 
HomeFed  "may  extend  as  long  as  the  end  of  this  calendar  year."   However,  due 
in  part  to  changes  in  RTC's  disposition  plan  for  HomeFed,  PW  is  currentiy 
projecting  work  through  March  1993. 

We  issued  a  memorandum  to  RTC's  Director,  Office  of  Contracts,  on 
December  21,  1992,  recommending  that  RTC's  Office  of  Contracts  issue  a  new 
contract  or  amend  the  current  contract  to  better  protect  RTC's  interests  by, 
among  other  things,  reducing  hourly  rates  for  temporary  agency  employees  and 
professioaal  contractors  used  by  PW. 

Our  analysis  has  shown  that  PW  has  realized  excessive  mark-ups  on  labor  costs 
for  temporary  and  professional  employees.    For  example,  for  the  period  from 
June  1  through  July  31,  1992,  PW  charged  RTC  $2,483,780  or  138  percent  more 
than  it  was  billed  for  temporary  employees.   Similarly,  from  contract  inception 
through  July  31,  1992,  the  subcontractor  for  professionals  billed  PW  $355,688. 
For  the  same  period,  PW  billed  RTC  $619,802,  realizing  a  mark-up  of  $264,114 
or  74  percent.  Included  in  our  analysis  was  the  Billing  Manager  PW  hired 
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through  the  subcontractor  at  a  rate  of  $1,505  per  week.   PW  billed  this  individual 
to  RTC  at  a  rate  of  $6,700  per  week,  a  mark-up  of  $5,195  per  week,  or  345 
percent. 

Because  of  the  excessive  mark-up  realized  by  PW  since  the  inception  of  the 
contract,  we  recommended  in  our  December  21,  1992,  memorandum  that  RTC 
allow  PW  no  mark-up  on  temporary  employees  and  subcontract  professionals 
during  the  period  from  January  1,  1993,  through  March  31,  1993. 

We  will  continue  to  review  activities  in  this  area  to  identify  any  other  potential 
cost  recoveries  and  to  determine  whether  there  is  any  fraud  involved  with  the 
contract. 

Since  November  19,  1992,  we  have  also  initiated  four  audits  to  examine  RTC's 
accelerated  marketing  and  sales  activities,  the  RTC  Legal  Information  System 
(RLIS),  pending  claim  reserves,  and  the  planning  and  cost-effectiveness  of  RTC's 
downsizing.   In  total,  we  have  79  on-going  assignments.   Further,  we  have  27 
contracted  audits  in  process  under  our  direction  and  supervision.   These  audits 
are  reviewing  legal  firms,  loan  servicers,  and  property  managers. 

We  issued  five  audit  reports  during  this  period  on  various  RTC  operations. 
These  reports  addressed  (1)  Sunbelt  Savings'  interim  service  agreement 
expenditures,  (2)  the  Contracting  Activity  Reporting  System  (CARS)  and  related 
systems,  (3)  RTC's  management  of  the  Mt.  Holly/Elk  Meadows  Ski  Resort,  (4) 
receivership  operations  at  the  Kansas  City  Office  and  Minneapolis  Consolidated 
Office  and  (5)  the  Kansas  City  Office's  oversight  of  project  funding  and 
revenues.   Four  draft  reports  were  provided  to  RTC  management  for  comment 
and  nine  draft  reports  were  provided  to  RTC  management  for  discussion 
purposes. 

INVRSTIGATTQN  ACnvmES 

Our  investigations  continue  to  generate  arrests,  indictments,  and  convictions. 
Since  November  19,  1992,  our  investigations  have  resulted  in  over  $700,000  in 
restitutions  to  RTC,  $60,000  in  fines,  and  several  RTC  employee  removals  or 
resignations.   The  following  represent  some  of  the  significant  actions  which  have 
resulted  from  our  investigations  during  this  reporting  period. 


On  November  24,  1992,  four  individuals  were  sentenced  for  their 
participation  in  a  scheme  to  defraud  the  former  First  Federal  Savings 
Association  of  Raleigh,  North  Carolina,  which  was  resolved  by  RTC  in 
March  1992.  The  individuals  had  been  found  guilty  in  August  1992  on  bank 
fraud  and  conspiracy  charges  following  an  OIG  investigation. 
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Our  investigation  found  that  two  First  Federal  bonxjwers,  a  husband  and 
wife,  conspired  with  two  of  their  customers,  who  were  also  convicted,  to 
divert  payments  from  First  Federal.   The  husband  in  the  case  was  sentenced 
to  3  and  one-half  years  imprisonment  and  his  wife  was  given  a  2  and  one- 
half  year  sentence.   One  customer  was  sentenced  to  2 1  months  in  prison  and 
the  other  was  sentenced  to  S  months  in  prison  to  be  followed  by  S  months  of 
community  confinement.   The  four  individuals  and  a  New  York  company 
which  was  also  convicted  in  the  case  were  ordered  to  make  combined 
restitution  to  RTC  of  $699,000. 

On  November  25,  1992,  an  Atlanta  corporation  was  fined  $60,000  after 
earlier  pleading  guilty  in  federal  court  to  Mng  a  false  statement  with  RTC. 
The  corporate  fine  resulted  from  an  OIG  investigation  which  disclosed  that 
the  corporation's  president  made  false  statements  to  RTC  officials  after  the 
corporation  defaulted  on  a  $535,000  commercial  development  loan  from 
Habersham  Federal  Savings  and  Loan  Association,  Cornelia,  Georgia. 
Following  the  default,  the  corporation  received  a  $200,000  payment  from  a 
tenant  to  break  the  lease,  but  the  corporate  president  Msely  rqmrted  to  RTC 
that  no  payment  was  received. 

On  December  14,  1992,  a  temporary  restraining  order  was  issued  by  a  U.S. 
District  Court  Judge  in  the  Middle  District  of  Florida  freezing  almost 
$700,000  in  assets  which  had  been  placed  in  a  Florida  trust.   The  restraining 
order  was  issued  in  connection  with  an  OIG  investigation  into  allegations  that 
an  individual  responsible  for  a  $2  million  defaulted  loan  from  an  RTC 
institution  submitted  false  financial  statements  to  RTC  and  attempted  to 
conceal  his  assets  during  negotiations  with  RTC. 

In  E>ecember  1992,  as  a  result  of  a  joint  OIG/FBI  investigation,  an  individual 
who  operated  p:4)er  and  business  form  brokerages  in  several  states  was 
indicted  by  a  federal  grand  jury  and  subsequenUy  arrested  on  charges  of  mail 
and  wire  fraud.   The  subject  allegedly  submitted  over  $192,000  in  invoices 
for  copy  piq)er  and  computer  paper  which  he  falsely  claimed  to  have 
providied  to  eight  sepaate  financial  institutions  under  the  control  of  RTC. 
However,  the  paper  products  were  never  ordered  or  delivered  to  the  RTC. 
The  subject  allegedly  contacted  the  RTC,  RTC  conservatorships  or 
receiverships,  and  Congressional  offices,  by  telephone  or  by  mail,  in  an 
effort  to  generate  paym«it  of  his  claims. 

An  Illinois  man  pleaded  guilty  to  theft  of  government  property  as  a  result  of 
a  joint  OIG/FBI  investigation.   Investigation  found  that  the  subject,  while 
serving  as  president  of  an  investment  brokerage  subsidiary  of  Olympic 
Feder^  Savings  Association,  Berwyn,  Illinois,  misdirected  $190,000  in 
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investments  away  from  Olympic  and  brokered  them  through  a  company 
which  he  owned. 

•  An  RTC  auctioneer  was  suspended  from  doing  further  business  with  RTC 
based  on  information  developed  to  date  in  an  ongoing  joint  investigation  with 
the  FDIC  OIG.  The  auctioneer  allegedly  under-reported  at  least  $25,000  in 
proceeds  from  auctions  he  held  on  behalf  of  RTC. 

•  A  joint  OIG/FBI  investigation  is  being  made  of  the  alleged  theft  of 
approximately  6,750  American  Express  money  orders  which  have  been  found 
to  be  missing  from  Republic  Federal  Savings  Bank,  Flossmoor,  Illinois.  The 
money  orders,  valued  at  over  $6  million,  were  allegedly  stolen  while  RTC 
was  in  the  process  of  closing  Republic  Federal.    A  Louisiana  woman  was 
arrested  in  December  1992  by  the  East  Baton  Rouge  Sheriffs  Department  for 
felony  theft  and  attempted  felony  theft  after  she  cashed  $5,000  and  attempted 
to  cash  another  $1,000  of  the  American  Express  money  orders  allegedly 
stolen  from  Republic  Federal. 

•  Two  RTC  property  managers,  a  husband  and  wife,  pleaded  guilty  in 
November  1992  to  embezzling  from  RTC.   The  property  managers  had  been 
responsible  for  managing  several  apartment  complexes  administered  by  RTC 
as  receiver  and  conservator  for  Western  Savings  and  Lx)an  Association.   An 
OIG  investigation  found  that  while  managing  the  apaitment  complexes,  the 
couple  stole  approximately  $5,535  in  rental  receipts  and  deposits  due  RTC. 

cc:  Mr.  Casey 
Mr.  Hove 
Mr.  Monroe 
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OFFICE  OF 

CVSPECTOR 
GENERAL 

RESOLUTION  TRUST 
CORPORATION 


January  21.  1993 

Mr.  Peter  H.  Monroe 
President 

Thrift  Depositor  Protection 
Oversight  Board 

Dear  Peter: 

We  are  providing  information  on  Office  of  Inspector  General  (OIG)  activities  for 
inclusion  in  the  backup  book  for  the  upcoming  February  1,  1993,  Thrift 
Depositor  Protection  Oversight  Board  meeting. 

Price  Waterhouse  HomeFed  Due  Diligence  Contract 

Since  October  1992,  our  Activity  Reports  sent  to  Mr.  Brady  and  Oversight  Board 
briefing  materials  have  discussed  our  audit  of  RTC's  contract  with  Price 
Waterhouse  (PW)  for  due  diligence  coordination  activities  at  HomeFed  Bank,  San 
Diego,  California.   The  current  contract  specifies  that  PW's  work  at  HomeFed 
"may  extend  as  long  as  the  end  of  this  calendar  year."   However,  due  in  part  to 
changes  in  RTC's  disposition  plan  for  HomeFed,  PW  is  currently  projecting  work 
through  March  1993. 

Our  analysis  has  shown  that  PW  has  realized  excessive  mark-ups  on  labor  costs 
for  temporary  and  professional  employees.    For  example,  PW  charged  RTC  138 
percent  more  than  it  was  billed  for  temporary  employees  and  74  percent  more 
than  it  was  billed  by  the  subcontractor  for  professionals. 

Because  of  the  excessive  mark-up  realized  by  PW  since  the  inception  of  the 
contract,  we  issued  a  memorandum  to  RTC's  Director,  Office  of  Contracts,  on 
December  21,  1992,  recommending  that  RTC's  Office  of  Contracts  issue  a  new 
contract  or  amend  the  current  contract  to  better  protect  RTC's  interests  by, 
among  other  things,  reducing  hourly  rates  for  temporary  agency  employees  and 
professional  contractors  used  by  PW. 

We  will  continue  to  review  activities  in  this  area  to  identify  any  other  potential 
cost  recoveries  and  to  determine  whether  there  is  any  fraud  involved  with  the 
contract. 


1735  N.  Lyia  StrM  •  Roaslya.  VA  22]0* 
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Status  of  Ongoing  Board  Requested  Audits/Reviews  / 

We  continue  to  examine  allegations  regarding  the  conduct  of  professional  liability 
litigation,  hiring  practices  of  the  Legal  Division,  and  the  realignment  of  field 
legal  offices.   Our  examination  has  been  extended  by  allegations  made  during  the 
course  of  our  review  regarding  improper  conduct  by  Legal  Division  employees 
and  improper  handling  of  professional  liability  cases  at  several  additional 
institutions.      To  date,  we  have  interviewed  over  100  individuals  and  analyzed 
professional  liability  cases  at  21  institutions. 

Audit  Follow-UD 

Pursuant  to  your  request,  we  are  providing  information  on  RTC's  audit  follow-up 
and  the  actions  taken  by  RTC  and  our  office  to  implement  an  audit  follow-up 
system.    RTC  has  taken  steps  to  implement  a  recommendation  tracking  system 
that  could  be  adapted  to  help  management  ensure  that  effective  action  is 
completed  on  audit  recommendations.    However,  we  believe  this  system  is  only 
informational  and  needs  to  be  coupled  with  procedures  and  requirements  outlined 
in  a  formal  policy. 

We  have  been  working  with  RTC  management  to  implement  a  formal  audit 
follow-up  policy  which  would  establish  shared  responsibilities  between  OIG  and 
RTC  management  for  carrying  out  audit  follow-up  procedures  and  requirements. 
In  late  December  1992,  we  provided  a  draft  directive  to  RTC  management  that 
includes  such  procedures  and  requirements.   We  expect  to  receive  their  comments 
on  the  draft  later  this  month. 

Pages  7  and  8  of  this  report  discuss  audit  follow-up  in  more  detail,  including 
what  we  believe  are  the  most  significant  benefits  and  requirements  of  a  formal 
follow-up  policy. 

In  addition,  we  are  again  providing  information  on  OIG  recommendations  that 
RTC  has  not  fully  responded  to  or  implemented  since  our  inception.    As  of 
January  14,  1993,  there  are  31  OIG  recommendations  that  have  been  open  for  at 
least  60  days  without  a  management  decision,  22  of  which  have  been  open  for 
over  180  days.   Pages  10  through  22  of  this  report  discuss  in  more  detail  the 
status  of  these  open  recommendations. 

Rticeivership  Audits 

To  date,  we  have  completed  audits  of  five  receiverships  and  four  more  are  in 
process.    Because  RTC  has  consolidated  about  two-thirds  of  its  receiverships  into 
its  field  offices,  OIG  audit  work  will  be  conducted  at  the  consolidated 
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receiverships  and  be  supplemented  by  independent  public  accountant  (IP\)  audits 
of  selected  unconsolidated  receiverships. 

OIG  staff  have  started  survey  work  on  an  audit  of  RTC's  consolidated 
receiverships.    We  have  selected  four  RTC  offices  to  review-Atlanta,  Kansas 
City,  Costa  Mesa,  and  Dallas.   Our  audit  will  focus  on  determining  whether  all 
major  income  has  been  received  and  whether  expenditures  are  appropriate.   We 
will  also  ensure  that  transactions  were  properly  recorded  and  adjusting  entries 
made  to  eliminate  balances  in  suspense  accounts  were  appropriate.    We  are  also 
in  the  process  of  contracting  with  IPAs  to  audit  10  of  the  larger  unconsolidated 
receiverships.    We  expect  that  solicitations  for  services  for  these  audits  will  be 
issued  later  this  month. 

Our  audits  complement  and  supplement  the  work  RTC  management  is  doing  to 
review  this  area.    RTC  used  IPAs  to  conduct  pilot  audits  of  five  receiverships, 
the  results  of  which  we  reviewed,  and  has  recently  hired  an  IP  A  to  perform  a 
nationwide  internal  control  review  of  receivership  operations. 

Reports  Provided  to  RTC  Management 

We  have  issued  six  final  reports  since  the  December  Board  meeting.   Copies  of 
these  audit  reports  have  been  provided  upon  issuance  to  the  Oversight  Board  staff 
for  distribution  to  Board  members.    Summaries  of  these  final  reports  are  provided 
in  this  report  as  indicated. 

-  Development  and  Implementation  of  the  Contracting  Activity  Reporting 
System  and  Related  Systems  -  Page  24 

~     Receivership  Operations  at  the  Kansas  City  Office  and  Minneapolis 
ConsoUdated  Office  -  Page  27 

~  Oversight  of  Project  Funding  and  Revenues  -  Page  29 

-  Sunbelt  Savings'  Interim  Service  Agreement  Expenditures  -  Page  3 1 

-  Management  of  Mt.  Holly/Elk  Meadows  Resort  -  Page  33 

-  Asset  Management  Contractor,  Pillar  Investment  Co.  -  Page  35 

Eight  draft  audit  reports  have  been  issued  to  RTC  management  for  comment  and 
are  in  various  stages  of  completion.   Summaries  of  these  draft  reports  are 
contained  in  this  report  as  indicated,  and  copies  of  the  draft  reports  are  available 
upon  request. 
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~     Income  from  Real  Estate  Sales  by  the  RTC's  Tampa  Office  -  Page  38 

~     Bidder  Selection  Process  in  Denver,  Phoenix,  and  California  Field  Offices  - 
Page  39 

~     Internal  Controls  Over  Claims  Processing  -  Page  40 

-  Asset  Management  Contractor,  R&B  Realty  Group  -  Page  41 

~     Selected  Assets  Managed  by  Resolution  Management  Associates  -  Page  42 

~     J&S/AM&G  Standard  Asset  Management  and  Disposition  Agreements  - 
Page  43 

~     RTC's  Management  of  the  Concord  Center  One  Office  Building  and 
Uptowner  Athletic  Club  -  Page  44 

We  are  also  providing  a  list  of  our  ongoing  audits,  per  the  Oversight  Board's 
request,  on  pages  47  through  49  of  this  report. 

Sienificant  Investigative  Activity 

Our  investigations  continue  to  generate  indictments,  convictions,  arrests,  and/or 
media  attention.   The  cases  below  represent  highlights  of  our  investigative 
activity  since  our  prior  report. 

-  Four  Convicted  and  Ordered  to  Make  Restitution  of  $699,000  for  Defrauding 
an  RTC-Controlled  Institution  -  Page  51 

~     Judge  Freezes  $700,000  in  Assets  of  Individual  Under  Investigation  for 
Filing  False  Financial  Statements  -  Page  57 

-  Businessman  Indicted  After  Allegedly  Submitting  Over  $192,000  in  False 
Invoices  -  Page  65 

~     Arrests  Made  in  Investigation  of  6,750  Money  Orders  Found  Missing  From  a 
Failed  Institution  -  Page  68 

-  California  Man  Sentenced  for  Attempted  Bribe  of  RTC  Asset  Manager  - 
Page  71 

--     RTC  Employee  Removed  for  Failing  to  Report  Loan  That  Results  in  $16,000 
Loss  to  RTC  -  Page  72 
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Other  investigations  resulted  in  a  $60,000  fine,  three  convictions,  three  guilty 
pleas,  one  pre-trial  diversion,  and  one  indictment. 

If  the  Directors  would  like  additional  information  on  the  material  we  are 
providing,  please  let  me  know. 


Sincerely  yours. 


John  J.  Adair 
Inspector  General 
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MEETING  OF  FEBRUARY  8.  iqor^ 


1.     UPDATI   OM  PRICB  WATBRH0U8B   COMTIIACT   IMVOLVIHO  DOCUMBaT 
MXMXOBMBIIT  AHD  PROTOCOPYIMO  AT  HOMXTBO,  SAM  DIBOO 

—  PEOPLE  IN  DENNIS  GEER'S  ORGANIZATION  ARE  TRYING  TO 
RENEGOTIATE  THE  TERMS  AND  CONDITIONS  OF  THE  PRICE  WATERHOUSE 
HOMEFED  CONTRACT. 

—  PRICE  WATERHOUSE,  WE  ARE  TOLD,  HAS  AGREED  TO  EITHER 
RETROACTIVELY  REDUCE  ITS  CHARGES,  OR  TO  REDUCE  FUTURE  CHARGES. 

—  FOR  BILLINGS  UP  UNTIL  SEPTEMBER  30,  1992,  THE  AVERAGE  COST 
PER  PAGE  OF  COPYING  CHARGED  BY  PRICE  WATERHOUSE  IS  ABOUT  67  CENTS. 

—  FOR  VIRTUALLY  THE  SAME  TYPE  OF  WORK  —  ON  HOMEFED  DOCUMENTS 
INADVERTENTLY  SHIPPED  TO  TEXAS  —  XEROX  CHARGED  11.5  CENTS. 

—  THUS,  PRICE  WATERHOUSE  APPEARS  TO  BE  CHARGING  ABOUT  6  TIMES 
WHAT  XEROX  PRESUMABLY  WOULD  HAVE  CHARGED. 

—  ADDITIONAL  COST  TO  SEPTEMBER  30,  1992,  IS  ABOUT  $  5.8 
MILLION. 


2.   OAO  18  RBVIBWIMO  THB  HOMBFBD  RBBOLDTZOV,  AMD  18  AVAR!  OF  THB 
PKICB  1IATBRH008B  COMTKACT. 


3.    8BMATB  OOVBUOmTAL  ATTAIKS  COMMITTBB  AMD  BAMXIMO  COMMITTBB 
HAVB  BBSa  MAXXVa  IVQUIBXB8  ABOUT  HOICB7BD  AMD  PRICB  WATERHOU8B. 


4.   WA8HIM0T0M  POST  CALLBD  OOR  IMVBBTIOATORB  IM  CALIPORMIA  TO  A8X 
ir  WB  HAD  OPEMBD  AM  IMYBBTIOATIOM  OM  PKICB  WATBRH008B. 
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5.   HOMSTBO/ PRICE  WATBRHOUSB  COMTRACT  HAS  A  NDMBBS  OF  SINILASITIB8 
TO  WBSTERIf  STORM  COMTRACT. 


—  USED  A  BOA  (BASIC  ORDERING  AGREEMENT)  FOR  ASSET  VALUATION 
SERVICES  TO  AWARD  A  CONTRACT  PRIMARILY  FOR  DOCUMENT  MANAGEMENT  AND 
PHOTOCOPYING. 


—  PERSON  SIGNING  CONTRACT  EXCEED  DELEGATED  AUTHORITY 

—  BOA  WAS  FOR  $  4  MILLION  —  ESTIMATED  COST  OF  PRICE 
WATERHOUSE  CONTRACT  IS  $  25  MILLION. 

—  CONTRACT  WAS  AWARDED  WITHOUT  CONSULTING  WITH  THE  OFFICE  OF 
CONTRACTS,  OR  WITH  THE  LEGAL  DIVISION. 

—  THE  CONTRACTOR,  PRICE  WATERHOUSE,  APPEARS  TO  BE  MAKING 
EXCESSIVE  PROFITS. 

(138  %  MARKUP  ON  WORK  PERFORMED  BY  TEMPORARIES) 
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